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OUR FELLOW SHAREHOLDERS

During the fiscal year ended June 30, 2005, we made significant progress in positioning SBS for long-term sales and
earnings growth. We invested globally in additional engineering and business development resources, including a significant
investment in new product development, all of which impacted our earnings. | believe these actions were necessary to
achieve our strategic objectives.

For the year, sales increased 14%, even though we experienced fluctuations in our markets and delays in the start of production
of several government programs. By end market, sales were 45% to government customers, 28% to communications customers,
and 27% to commercial customers. We experienced excellent growth in sales to our communications customers, as sales
increased 67% compared to the previous year. Sales to commercial customers were up 3% and sales to government customers
were unchanged from the prior year. Net income was $4.4 million, or $0.28 per share, compared to $5.2 million and $0.34 per
share for the prior year. Cash grew from $47.9 million at the beginning of the year to $55.2 million, and we remain debt free.

We achieved during the year a total of thirty-four new design wins, the same number as achieved during the previous year, with
twenty-four from government customers, six from communications customers, and four from commercial customers. Design
wins are a measure of the penetration of our products into customer applications and are critical to our continued success.
We will continue to serve these three markets, but will target the government and communications markets which we believe
provide our highest growth opportunities.

For government customers we are developing predominantly system solutions for military programs. Our systems are
recognized by our customers as cost effective open standards-based solutions for flight and mission computer applications.
Since many of our existing design wins from government customers have completed the development and qualification phase,
| anticipate an increase in government production orders in fiscal year 2006.

In the communications market, we will continue to develop AdvancedMC™ products, capitalizing on the growth that is
projected frommarket acceptance of the AdvancedTCA® standard. Due to our investment in this product family, we have early
mover advantage in this emerging market. As a result of feedback from customers and our increased leads, | am confident we
are developing the right products to drive sales growth to communications customers.

We will continue to develop new business in the commercial market, but we will focus opportunistically on areas that best fit our
product line. Examples are semiconductor manufacturing equipment, medical electronics and imaging applications.

Recently we announced the resignation for personal reasons of Christopher J. Amenson as Chairman of the Board. | have
worked with Chris for the past eight years and consider him a friend and mentor. For the next year Chris will continue as an
advisor to me, and | look forward to working with Chris in his new assignment. |, along with the directors and employees of
SBS, thank Chris for his thirteen years of leadership, dedication and service to SBS in various positions, including his tenure as
CEQ and Chairman of the Board.

Lawrence A. Bennigson, the newly elected Chairman of the Board, has been an independent director since 1995 and has most
recently served as Lead Director. Larry brings a wealth of business and management acumen to the leadership of the Board and
the strategic development of SBS. | look forward to working with Larry in his new role.

t thank our employees for their continued dedication to SBS’ success. | also thank our shareholders, customers and suppliers

for their ongoing support. [ remain committed to building shareholder value by growing sales and earnings, as we provide high
value solutions to our customers.

Sincerely yours,

IR A

Clarence W. Peckham
Chief Executive Officer
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PROXY STATEMENT
AND
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held on November 17, 2005

Dear Shareholders:

You are cordially invited to attend the SBS Technologies, Inc. 2005 Annual Meeting of Shareholders, which
will be held on Thursday, November 17, 2005 at 8:30 a.m. Mountain Time, at our Corporate Headquarters at 7401
Snaproll NE, Albuquerque, New Mexico 87109. Directions and a map to the meeting location appear on the
following page.

The purpose of the meeting is to act on the following:
(1) To elect seven Directors;

(2) To ratify the appointment of KPMG LLP as our independent registered public accountants for the fiscal
year ending June 30, 2006; and

(3) To transact any other business as may properly come before the meeting.

If you were a shareholder of record at the close of business on September 28, 2005, you may vote by proxy or
in person at the Annual Meeting. Your vote is important. Whether or not you plan to attend the meeting, please
complete, date, and sign the enclosed proxy card, and mail it in the enclosed business reply envelope. For your
convenience, you may also vote your shares via telephone or Internet according to the instructions on the proxy
card. If you vote your proxy over the telephone or Internet, please do not mail in your completed proxy card. If you
are a registered shareholder and wish to vote your shares in person at the meeting, you may do so even if you have
previously returned your proxy card. However, if you hold your shares in Street Name and wish to vote your shares
in person at the meeting, you must indicate that on your proxy card as instructed and return it before the meeting in

the envelope provided.

Bruce E. Castle
Secretary

October 10, 2005




Directions to the SBS Technologies, Inc. 2005 Annual Meeting of Shareholders

From the Albuquerque International Airport, proceed west on Sunport Blvd. to 1-25. Proceed north on 1-25
approximately 8.6 miles to Exit 231, San Antonio/Ellison. Turn left on Ellison and proceed west under the [-25
bridge and through the stoplight at Jefferson until Ellison ends. Turn right on Washington and proceed north one

block to a stop sign. Turn left on Hawkins and proceed west until it ends. Turn right and proceed north on Snaproll.

The SBS Corporate Headquarters building, 7401 Snaproll NE, will be on your left. Ample parking is available.
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PROXY STATEMENT FOR SBS TECHNOLOGIES, INC.
2005 ANNUAL MEETING OF SHAREHOLDERS

INFORMATION ABOUT THE ANNUAL MEETING
What is the purpose of the Annual Meeting?

At the Annual Meeting, shareholders of SBS Technologies, Inc. (“SBS,” the “Company” or “we”) will act
upon matters described in the Notice of Annual Meeting that accompanies this Proxy Statement, including the
election of seven Directors and the ratification of the Audit Committee’s selection of KPMG LLP as our
independent registered public accountants for the fiscal year ending June 30, 2006.

Why did you send me this Proxy Statement?

We sent you this Proxy Statement and the enclosed proxy card because our Board of Directors is asking you
to vote for two items or, if you prefer, asking your permission to allow us to vote your shares at the 2005 Annual
Meeting of Shareholders. The Annual Meeting will be held on November 17, 2005 at our Corporate Headquarters at
7401 Snaproll NE, Albuquerque, New Mexico 87109, at 8:30 a.m. Mountain Time. This Proxy Statement includes
information about the issues to be voted upon at the meeting, and on the transaction of such other business as may
properly come before the meeting,

On October 10, 2005, we began mailing these proxy materials to all shareholders of record at the close of
business on September 28, 2005. On August 12, 2005, there were 15,646,255 shares of SBS common stock
outstanding and entitled to vote.

In accordance with New Mexico law, a list of shareholders entitled to vote at the Annual Meeting will be
available on November 17, 2005 at our Corporate Headquarters, 7401 Snaproll NE, Albuquerque, New Mexico
87109 and for 10 days before the meeting, between the hours 8:30 a.m. and 5:30 p.m. Mountain Time, at our
Corporate Headquarters.

Who can attend the Annual Meeting?

Only shareholders who owned SBS common stock as of September 28, 2005, or their duly appointed proxies,
will be entitled to attend the Annual Meeting. If you hold your shares through a broker, bank or other nominee, you
will not be admitted to the Annual Meeting unless you bring a copy of a statement (such as.a brokerage statement)
from your nominee reflecting your stock ownership as of September 28, 2005.

What constitutes a guorum?

The Annual Meeting will be held only if a quorum is present. A quorum will be present if a majority of the
shares of SBS common stock issued and outstanding on September 28, 2005 are represented, in person or by proxy,
at the Annual Meeting. Shares represented by properly completed proxy cards either marked “abstain” or “withhold
authority to vote,” or returned without voting instructions are counted as present for the purpose of determining
whether a quorum is present. Also, if shares are held by brokers who are prohibited from exercising discretionary
authority for beneficial owners who have not given voting instructions (“broker nonvotes™), those shares will be
counted as present for quorum purposes.

How many votes do I have?

If you were a shareholder at the close of business on September 28, 2005, you will be entitled to vote. Each
share of SBS common stock that you own entitles you to one vote.




How can I vote my shares?

You can vote on matters presented at the Annual Meeting in four ways, three by proxy or in person at the
meeting:

(A) By Proxy — If you are a shareholder of record, you may vote your proxy by mail, telephone or the
Internet. Telephone and Internet voting procedures are designed to authenticate shareholders by using individual
control numbers. Voting by telephone or Internet will help SBS reduce costs.

Voting Your Proxy by Telephone

In the U.S. and Canada, you can vote your shares by telephone by calling the toll-free telephone number
on your proxy card. Telephone voting is available 24 hours a day, 7 days a week, until 12:00 p.m. Central
Time on November 16, 2005. Easy-to-follow voice prompts allow you to vote your shares and confirm that
your instructions have been properly recorded. If you vote by telephone, you do not need to return your proxy
card.

Voting Your Proxy by Internet

You can also choose to vote over the Internet. The web site address for Internet voting is on your proxy
card. Internet voting will be available 24 hours a day, 7 days a week, until 12:00 p.m. Central Time on
November 16, 2003. If you vote over the Internet, you do not need to return your proxy card. Please note that
if you vote over the Internet, you may incur costs such as telecommunication and Internet connection charges
associated with normal Internet usage.

Voting Your Proxy by Mail

If you choose to vote by mail, simply mark your proxy card, date and sign it, and return it as instructed
on the proxy card in the postage paid envelope provided.

If you vote by proxy using any of these three methods, the persons named on the card (your “proxies”)
will vote your shares in the manner you indicate. You may specify whether your shares should be voted for
all, some, or none of the nominees for Director, and whether your shares should be voted for or against the
ratification of the appointment of the independent registered public accountants for fiscal year 2006. If you
vote by telephone or Internet and choose to vote with the recommendation of SBS’ Board of Directors, or if
you vote by mail, sign your proxy card, and do not indicate specific choices, your shares will be voted:

e “FOR?” the election of all seven nominees for Director; and

* “FOR?” ratification of the appointment of the independent registered public accountants for the
fiscal year ending June 30, 2006.

[f a nominee becomes unable to serve as Director, which we do not anticipate, your proxies intend to
vote for the election of a substitute nominee recommended by the Board of Directors.

If any other matter is presented, your proxies will vote in accordance with the best judgment of
management. At the time this Proxy Statement went to press, we knew of no matters that needed to be acted
on at the Annual Meeting other than those discussed in this Proxy Statement.

If you wish to give a proxy to someone other than the persons named on the enclosed proxy card, you
may strike out the names appearing on the card and write in the name of any other adult person, sign the
proxy, and deliver it to the person whose name has been substituted.

(B) In Person — If you are a shareholder of record, you may cast your vote in person at the Annual Meeting.
In order to vote at the meeting, shareholders must present a form of personal identification. If you hold your shares
in Street Name, please see the section below entitled “If ] hold shares in street name, how can I vote my shares?” for



information on how to vote your shares in person at the Annual Meeting.
If T hold shares in street name, how can I vote my shares?

You can submit voting instructions to your broker or nominee or vote in person at the Annual Meeting.
Please refer to the instructions on how to vote your shares included on the voting instruction card in the materials
provided by your broker. -If you choose to vote in person at the Annual Meeting, you will be required to bring with
you a legal proxy covering your securities issued to you by your broker.

May I revoke my proxy?

If you give a proxy, you may revoke it at any time before it is exercised. You may revoke your proxy in any
one of three ways:

¢ send another proxy with a later date,

¢ notify SBS’ Secretary in writing to arrive at SBS’* Corporate Headquarters, 7401 Snaproll NE,
Albuquerque, New Mexico, 87109, before the date of the Annual Meeting that you have revoked your
proxy, or

* vote in person at the Annual Meeting.
How can I present an issue to be addressed at next year’s Annual Meeting?

Shareholders must submit proposals, intended to be considered at the next Annual Meeting, in writing to the
Secretary of SBS, no later than June 12, 2006, for inclusion in SBS’ Proxy Statement and Form of Proxy relating to
the meeting. Also, shareholders who wish to propose proper business from the floor, for consideration at the 2006
Annual Meeting of Shareholders, and who have not properly submitted that proposal for possible inclusion in SBS’
2006 proxy materials, must notify SBS’ Secretary in writing no later than August 26, 2006.

How will broker non-votes be treated?

We will treat broker non-votes as present to determine whether or not we have a quorum at the meeting, but
they will not be treated as entitled to vote on the proposals, if any, for which the broker indicates it does not have
discretionary authority.

Will my vote be kept confidential?

Yes. As a matter of policy, shareholder proxies, ballots and tabulations that identify individual shareholders
are kept secret and are available only to SBS’ tabulator, which is required to keep your votes confidential.

Who will count the votes?
- SBS’ tabulator, Wells Fargo Bank, N.A., will count the votes.
Who pays to prepare, mail and solicit these proxies?

SBS pays all of the costs of preparing, mailing and soliciting proxies. SBS asks brokers, banks, voting
trustees and other nominees and fiduciaries to forward proxy materials to the beneficial owners and to obtain
authority to execute proxies. We will reimburse the brokers, banks, voting trustees and other nominees and
fiduciaries upon request. We have engaged our transfer agent, Wells Fargo Bank, N.A., to assist in the distribution
and tabulation of proxies. A few employees of SBS may also participate, without additional compensation, in the
solicitation of proxies by telephone, facsimile, e-mail, and personally. SBS does not currently intend to engage any
third party to assist with proxy solicitation, and therefore we do not expect the expenses, if any, for proxy
solicitation to exceed $5,000.




What are the Board’s recommendations?

The Board recommends a vote “FOR” the election of the seven Director nominees, and the Board and the
Audit Committee recommend the ratification of the Audit Committee’s selection of KPMG LLP as our independent
registered public accountants for the fiscal year ending June 30, 2006. With respect to any other matter that is
properly brought before the meeting, the proxy holders will vote the proxies held by them in accordance with their
best judgment.

What vote is required to approve each proposal?

Proxy Item No. |

Election of Directors: Each Director who receives a “FOR” vote by a majority of shares
represented in person or by proxy at the Annual Meeting will be elected.
If you vote to withhold authority to vote for all listed nominees or if you
vote to withhold authority for a particular nominee, your vote will count
as a vote “AGAINST” the nominee(s). Otherwise, your vote will count
“FOR” the nominee(s).

Proxy Item No. 2

Ratification of Appointment of A “FOR” vote by a majority of the shares represented in person or by
KPMG LLP as Independent proxy at the Annual Meeting is required to ratify the appointment of
Registered Public Accountants: KPMG LLP as our independent registered public accountants for the

fiscal year ending June 30, 2006. If you “ABSTAIN” from voting, your
abstention has the same effect as if you voted “AGAINST” the proposal.

Please note the following:

Shares not voted by brokers and other entities holding shares on behalf of beneficial owners will not be
counted in calculating voting results on those matters for which the broker or other entity has not voted.

What if other matters come up during the meeting?

If any matters other than those referred to in the Notice of Annual Meeting properly come before the meeting,
the individuals named in the accompanying form of proxy will vote the proxies held by them in accordance with
their best judgment. SBS is not aware of any business other than the items referred to in the Notice of Annual
Meeting that may be considered at the meeting.

Multiple individuals who reside in my home are beneficial owners of shares of SBS common stock. Why did
we receive only one copy of this Proxy Statement?

We are sending only one Proxy Statement to you if you share a single address with another shareholder
unless we received instructions to the contrary from you. This practice, known as “householding,” is designed to
eliminate duplicate mailings, conserve natural resources and reduce our printing and mailing costs. If you wish to
receive a separate Proxy Statement in the future, you may contact SBS Investor Relations by telephone at (505) 875-
0600, by mail at 7401 Snaproll NE, Albuquerque, NM 87109, or by email at jwade@sbs.com. If you receive
multiple copies of our Proxy Statement, you can request householding by contacting SBS Investor Relations. If you
own your shares through a broker, bank or other holder of record, you can request householding by contacting the
holder of record.

How can I obtain electronic access to the Proxy Statement and Annual Report?

This Proxy Statement and our 2005 Annual Report may be viewed in the Financial Reports section of our
website at www.sbs.com/ir.



OWNERSHIP OF SBS COMMON STOCK
How much stock do shareholders who have more than 3% of common stock own?

The following table sets forth, as of June 30, 2005, the beneficial ownership of common stock by each person who is
known by SBS to own beneficially more than 5% of the outstanding shares of common stock:

Amount and Nature of Percent of Class
Name and Address of Beneficial Owner Beneficial Ownership (1)  Beneficially Owned (2)
Wellington Management Co. LLP (3) 1,715,700 10.97%
Paradigm Capital Management, Inc. (4) 1,439,159 9.20%
T. Rowe Price Associates, Inc. (MD) (5) 1,405,500 8.99%
Fidelity Management & Research Co. (6) 1,362,200 8.71%
Kennedy Capital Management, Inc. (7) 1,314,357 8.40%
Dimensional Fund Advisors, Inc. (8) 1,057,780 6.76%
Barclays Global Investors, N.A. (9) 917,889 5.87%

(1) The ownership information disclosed above is based on a Schedule 13F report dated June 30, 2005 filed
with the Securities and Exchange Commission and includes no shares with respect to which the
beneficial owner has the right to acquire beneficial ownership, as specified in Rule 13d-3(d)(1).

(2) To SBS’ knowledge, except where otherwise noted, each person listed has sole voting power of the
shares.

(3) The address for the shareholder is in care of Wellington Management Co. LLP, 75 State Street, Boston,
Massachusetts, 02109-1809.

(4) The address for the shareholder is in care of Paradigm Capital Management, Inc., 9 Elk Street, Albany,
New York 12207-1002.

(5) The address for the shareholder is in care of T. Rowe Price Associates, Inc., 100 East Pratt Street,
Baltimore, Maryland, 21202-1009.

(6) The address for the shareholder is in care of Fidelity Management & Research Co., One Federal Street,
Boston, Massachusetts 02110-2003.

(7) The address for the shareholder is in care of Kennedy Capital Management, Inc., 10829 Olive Boulevard,
St. Louis, Missouri, 63141-7739.

(8) The address for the shareholder is in care of Dimensional Fund Advisors, Inc., 1299 Ocean Avenue, 1
Floor, Santa Monica, California 90401-1003.

(9) The address for the shareholder is in care of Barclays Global Investors, N.A., 45 Fremont Street, San
Francisco, California, 94105-2228.

lth




How much stock do the Directors and Executive Officers own?

The following table sets forth, as of August 12, 2005, the beneficial ownership of common stock by each
Director and nominee for Director of SBS, each Executive Officer, and by all Directors and Executive Officers as a
group (see footnotes for explanations):

' Amount and Nature of Percent of Class

Name of Beneficial Owner Beneficial Ownership (1) Beneficially Owned (2)
Christopher J. Amenson (3)*.....ccccvveeiviniinenneeceennenne 345,479 (4,5,6) 2.16%
Warren W. Andrews (8) (nominee)* ..........cccooveververnnan, 89,335 (5) **
Lawrence A. Bennigson (8) (nominee)*.............ccoevnee. 100,819 (5) *k
Bruce E. Castle (3,7)..cccoiveiiiiiiecinecreic e 40,429 (4,5) **
James E. Dixon, JT. (3,7). e 205,195 (4,5,9) 1.29%
Peter D. Fenner (8,10) (nominee)™* .........cccoooerenivereenns 64,672 (5) *ok
David H. Greig (3,7) e 241,100 (5) 1.52%
Harold E. Kennedy (10,11) (nominee)* ..........cocecuerens 11,500 (5) *x
Clarence W. Peckham (3,7) (nominee)*..........c.coovvnnnn. 234,443 4,5) 1.48%
Richard Szafranski (8,10) (nominee)*............cco.coeuenenn. 49,461 (5) **

Alan F. White (8) (nominee)*.......ccccoveeverneeienncrnerennne 78,884 (5) *E

All Directors and Executive Officers as a group ........... 1,461,317 9.34%

* Director as of August 12, 2005.

** Owns less than one percent of total outstanding stock, including beneficial ownership shares

On August 12, 2005, there were 15,646,255 shares of SBS common stock outstanding.

The address for each of these shareholders is in care of SBS at 7401 Snaproll NE, Albuquerque, NM 87109.

(1) A person is deemed to be the beneficial owner of securities that can be acquired by that person within
60 days of the date of the table upon exercise of options. The percentage ownership is determined by
assuming that options held and exercisable by the individual within 60 days of the date of this table
have been exercised. '

(2) To SBS’ knowledge, except where otherwise noted, each person has sole voting and investment power
as to the shares.

(3) Isappointed an Executive Officer by the Board of Directors.

(4) Includes common stock owned by this person through the SBS Technologies, Inc. 401(k) Profit
Sharing Plan (“401(k) Plan”): Christopher J. Amenson 5,083 shares; Bruce E. Castle 729 shares; James
E. Dixon, Jr. 2,577 shares; and Clarence W. Peckham 443 shares.

(5) Includes, as to the person listed, options to purchase shares of common stock exercisable as of
August 12, 2005 and for 60 days thereafter, under SBS® stock option plans: Christopher J. Amenson
270,000 options, Warren W. Andrews 78,185 options, Lawrence A. Bennigson 53,000 options, Bruce
E. Castle 37,500 options, James E. Dixon, Jr. 202,000 options, Peter D. Fenner 55,731 options, David
H. Greig 241,100 options, Harold E. Kennedy 11,500 options, Clarence W. Peckham 234,000 options,
Richard Szafranski 48,142 options, and Alan F. White 70,731 options. ‘

(6)  Includes 1,000 shares owned indirectly by his spouse and 2,000 shares owned indirectly by his minor
children.

(7)  Excludes restricted stock awards granted to the Executive Officers that vest on June 30, 2008, provided
certain conditions relating to continued employment as defined in the Fiscal Year 2006 Long-term
Executive Incentive Plan are satisfied, as follows: Bruce E. Castle 2,758 shares; James E. Dixon, Jr.
7,840 shares; David H. Greig 7,840 shares; and Clarence W. Peckham 16,147 shares.



(8)  Excludes 949 restricted shares of SBS common stock granted to each Independent Director as
compensation for the 2004/2005 term. The restricted shares will be issued upon completion of the
current term on November 16, 2005.

(9) Includes 618 shares owned indirectly which are held in his spouse’s SBS 401(k) account.

(10) Excludes restricted shares of SBS common stock each Independent Director elected to receive in lieu
of certain cash compensation for their 2004/2005 term. Upon completion of their current term on
November 16, 2005, restricted shares will be issued as follows: Mr. Fenner, 4,960 shares; Mr.
Kennedy, 1,555 shares; and Mr. Szafranski, 4,723 shares.

(11)  Excludes 1,037 restricted shares of SBS common stock granted to Mr. Kennedy as compensation for
the 2004/2005 term. The restricted shares will be issued upon completion of the current term on
November 16, 2003.

SBS knows of no arrangements concerning anyone’s ownership of stock, which may, at a subsequent date,
result in a change in control of SBS.

BOARD OF DIRECTORS
Would you please describe the structure of the Board of Directors?

SBS’ Bylaws provide for a Board of Directors composed of a minimum of one but not more than nine
Directors, all of whom are elected annually. The Board of Directors determines on an annual basis the number of
Board positions, and, therefore, the number of nominees to be recommended to the Shareholders for election to the
Board. For the annual term ending November 16, 2005, seven Directors were elected on November 18, 2004. In
addition, Harold E. Kennedy was appointed as a Director on December 15, 2004. All of these Directors are
expected to fulfill their terms. For the annual term commencing November 17, 2005, the Board has determined that
the Board will consist of seven Directors. Vacancies in the Board occurring during a term are filled by persons
appointed by a majority of the remaining Board members. A Director appointed to fill a vacancy or a new
Directorship created by an increase in the size of the Board, serves for the remainder of the term.

The Board of Directors held 20 regular and special meetings during the fiscal year ended June 30, 2005.
Each incumbent Director attended at least 75% of the aggregate of the total number of Board meetings and the total
number of meetings of Committees on which he served. In the case of Board meetings, each incumbent Director
attended at least 85% of meetings.

Directors annually review and approve the proposed meeting schedule and are expected to attend all meetings
of the Board and each Committee on which they serve. Directors are provided with a copy of the proposed agenda
sufficiently in advance of each scheduled meeting in order to have the opportunity to comment on or make changes
to the agenda. Committee Chairpersons review and approve the agendas and materials for each Committee meeting.

At the Annual Meeting of Shareholders, seven Directors will be elected by the holders of common stock to
hold office until the Annual Meeting of Shareholders in 2006, and until their successors are elected, or until their
death, resignation, or removal.

At the Annual Meeting of the Board of Directors, the Board elects a Chairman of the Board, and if the
Chairman of the Board is not an Independent Director, a Lead Director, who must be an Independent Director, to
preside over meetings of the Independent Directors.

We indemnify our Directors to the fullest extent permitted by law so that they will be free from undue
concern about personal liability in connection with their service to us. This is required under our Bylaws, and we
have also signed agreements with each of those individuals contractually obligating us to provide this
indemnification to them.

The following persons, all of whom currently serve as Directors, have consented to be nominated and, if
elected, to serve as Directors of SBS.



Nominees for the Board of Directors

Warren W. Andrews, 62, has been a Director since November 1996 and serves as the Chairman of the
Corporate Governance and Nominating Committee. Mr. Andrews is a market and technology analyst, and is
publisher and editorial director of two monthly magazines, RTC Magazine and COTS Journal. The former is the
leading publication in the open-systems, embedded-computer industry, and the latter covers embedded computers in
the military. From 1987 to 1994, Mr. Andrews served as a senior editor for Computer Design Magazine while, at the
same time, publishing his own newsletter, Embedded Computer Trends. Before that he was managing editor of
Electronic Design Magazine and semiconductor editor for Electronic Engineering Times. Previously, he owned and
operated his own business, providing electronic design services and developing, manufacturing and selling
microprocessor-based switching systems for a variety of audio and video applications. In addition, he holds one U.S.
patent and has designed other products for the cable TV, security systems, education and communications markets.
Mr. Andrews holds a Bachelor of Science Degree from Fairleigh Dickinson University.

Lawrence A. Bennigson, Ph.D., 68, has been a Director since November 1995 and was elected Chairman of
the Board of Directors on September 9, 2005. Dr. Bennigson served as Lead Director prior to his appointment as
Chairman of the Board. Dr. Bennigson has provided consulting services on corporate, business and manufacturing
strategy and related organizational issues to major corporations and to governments in the U.S. and Europe since
1965. In 1998, he was appointed a Senior Fellow of the Harvard Business School's Executive Development Center
and in 2003 he was appointed Senior Fellow and Director, Custom Programs, Executive Education, Harvard
Business School. Dr. Bennigson serves on several advisory boards. As Senior Vice President and a Managing
Partner of the former MAC Group, Inc., Dr. Bennigson helped lead the strategic development of the firm, resulting
in its 1991 acquisition and merger to become Gemini Consulting. Dr. Bennigson taught executives and graduate
students as a faculty member of the School of Engineering, Stanford University, the Harvard Untversity Graduate
School of Business, and as a visiting faculty member at the London Business School and the Graduate School of
Business, Lund University, Sweden. Before his academic and consulting career, Dr. Bennigson served for six years
as a U.S. Naval Officer. Dr. Bennigson holds a Bachelor's Degree in General Engineering from UCLA, as well as
Master's and Doctorate Degrees in Industrial Engineering (with specialization in Human Factors Engineering and
Industrial Organization) from Stanford University.

Peter D. Fenner, 69, has been a Director since November 2000 and serves as Chairman of the Audit
Committee. On January 1, 2001, Mr. Fenner retired after 5 years as President and CEO of Com21, Inc. Before
joining Com21, Mr. Fenner was, for over 30 years, with AT&T, where he held numerous sales, marketing, product
planning, and senior management positions. From 1989 to 1992, Mr. Fenner was President and a corporate officer of
AT&T Network Systems’ Transmission Business, a $3 billion unit with 10,000 employees. In this position, he was
instrumental in the quality efforts that resulted in winning the Malcolm Baldridge Award. Before that, Mr. Fenner
was Vice President of Product Planning for AT&T’s entire $12 billion Network Systems Division, with operations
that included Transmission Systems, Switching, Cellular, Cable & Wire, and Operations Support (Software). Mr.
Fenner is also-on the Board of Directors of BitMICRO Networks, a company producing solid state storage devices,
and ActiveStrategy, a pioneer in software designed to manage the process of “Strategy Execution.” Mr. Fenner holds
a Bachelor of Science Degree in Industrial Engineering from Lehigh University and a Master of Science in
Management from MIT as a Sloan Fellow.

Harold E. Kennedy, 57, was appointed a Director in December 2004. He is an independent business
consultant, advising corporate executives in the areas of business strategy, strategic management, internal
entrepreneurship, and the management of intellectual property. Prior to his consulting activities, Mr. Kennedy held a
variety of executive positions at Lockheed Martin and Martin Marietta, spanning 31 years of his 33-year career in
Aerospace and Defense. Mr. Kennedy retired from Lockheed Martin as the Corporate Vice President for
Technology Commercialization. Mr. Kennedy also served as Lockheed Martin’s Vice President of Strategic
Planning - responsible for the annual strategic plans of the corporation’s 40 operating companies and four business
areas, covering $26B in annual revenue. Mr. Kennedy is a former member of the board of directors of Xytrans
Corporation, where he chaired the Audit Committee, and of TeraConnect Corporation - two of the companies he
helped found. Mr. Kennedy holds a Bachelors of Science degree in Electrical Engineering from Lafayette College,
and a Masters of Science in Management from MIT as a Sloan Fellow.

Clarence W. Peckham, 56, has been a Director and Chief Executive Officer since April 2003. Before that,
Mr. Peckham was appointed Executive Vice President of SBS in February 2002, and served as President of SBS’
Commercial and Government Group. In February 2001, Mr. Peckham was appointed President of SBS’ Government




Group and for the period 1997 to 2001, Mr. Peckham was President of SBS” wholly owned subsidiary, SBS
Technologies, Inc., Embedded Computers in Raleigh, North Carolina. Before joining SBS in 1997, Mr. Peckham
was Vice President of Engineering and Chief Technologist at DY4 Systems in Canada, a leading supplier of military
computer systems. Mr. Peckham has over 30 years’ experience in the embedded computing field. Mr. Peckham
holds a Bachelor of Science Degree in Electrical Engineering from Northeastern University.

Richard Szafranski, 56, has been a Director since January 2003 and serves as Chairman of the Management
Development and Compensation Committee, Mr. Szafranski is the managing partner of Toffler Associates. Mr.
Szafranski retired from active service in the United States Air Force as a colonel in July 1996. In his last assignment,
he was the National Military Strategy Chair at the Air War College, Maxwell AFB, Alabama and the study director
for Air Force 2025. While serving, Colonel Szafranski’s duties included staff positions in the headquarters of
Strategic Air Command, United States Space Command, North American Aerospace Defense Command, and Air
Force Space Command. He commanded B-52 units at the squadron and wing level, including assignment as
commander of the 7th Bomb Wing, Carswell AFB. He is a member of the International Institute of Strategic Studies
and a recipient of the US Air Force Association National Medal of Merit. He serves on the Board of Reviewers for
the Aerospace Power Journal, the professional Journal of the United States Air Force, Mr. Szafranski is a graduate
of Air Command and Staff College. He holds a BA in English from Florida State University and an MA in Human
Resources Management from Central Michigan University.

Alan F. White, 67, has been a Director since November 1997. Mr. White is Senior Associate Dean at the
MIT Sloan School of Management and a member of the MIT Faculty (Ex Officio). Mr. White began his career at
MIT in 1973, as an Alfred P. Sloan Fellow, and later served as Director of that Program. From 1973 to 1988, Mr.
White served as Director of Executive Education at MIT. Mr. White serves on the boards of Ceridian Corporation
(NYSE: CEN), StartupAvenue.com (France), Management Sciences for Health, and the advisory board of the Japan
Management Institute. Mr. White has served as a consultant in the area of management development and business
development to many organizations, including British Petroleum PLC, Citicorp, Inc., Gemini Consulting, and the
Young Presidents’ Organization. Mr. White holds a Bachelor’s Degree in Political Science from the University of
Miami (Ohio) and a Master of Science in Management from MIT as a Sloan Fellow.

There are no family relationships among any Directors or executive officers of SBS. Information about the
stock ownership in SBS held by these individuals is shown under the heading “OWNERSHIP OF SBS COMMON
STOCK” and i3 based on information provided by these individuals.

CORPORATE GOVERNANCE
Overview

The Board of Directors has adopted a written Statement on Corporate Governance, a copy of which is
available in the Corporate Governance section of our website at www.sbs.conv/ir, to assist it in the performance of
its duties and the exercise of its responsibilities. The Statement on Corporate Governance reflects the view of the
Board with respect to corporate governance issues generally. The Board believes that good corporate governance is
a source of competitive advantage for SBS. Good governance allows the skills, experience and judgment of the
Board to support our executive management team, enabling management to improve our performance and maximize
shareholder value.

In addition, SBS has an Internal Financial and Disclosure Controls Committee, whose primary duties are to
establish, evaluate and maintain systems of internal controls regarding financial information of the Company and
disclosures required by applicable laws to ensure (a) accuracy, completeness, reliability and timeliness of financial
and other reports, (b) effectiveness and efficiency of operations, and (c) compliance with applicable laws and
regulations. That Committee’s charter is available in the Corporate Governance section of our website at
www.sbs.com/ir.

The Company also has disseminated to all of its employees a Financial Complaint Procedures Policy,
available for review in the Corporate Governance section of our website at www.sbs.com/ir, to enable the
anonymous reporting of any possible financial wrongdoing within the Company.

The Company has adopted a policy requiring the use of trading plans that comply with the requirements of
Securities and Exchange Commission Rule 10b5-1 for any future sales or donations of SBS securities (stock or




options) by all Directors and Executive Officers outside of the Company’s 401(k) individual account plan. These
Rule 10b5-1 plans are written, binding contracts governing the terms of future sales or donations of SBS securities
and must be approved in advance by the General Counsel. The policy is designed to prevent inadvertent violations of
insider trading laws and to avoid the appearance of impropriety by Directors and Executive Officers.

Does SBS have.an ethics program?

The Board has adopted a Code of Ethics applicable to all employees and Directors of SBS (the “Code of
Ethics™). The Code of Ethics contains standards to which all SBS personnel must adhere in areas such as fair
dealing, conflicts of interest, company information and confidentiality, compliance with laws, rules and regulations,
corporate opportunities, and improper use of corporate funds or assets, and contain specific compliance and
enforcement mechanisms. The Code of Ethics is available in the Corporate Governance section of our website at
www.shs.com/ir. We will disclose future amendments to, or waivers granted to the Company’s principal executive
officer, principal financial officer, principal accounting officer, or persons performing similar functions, if any,
from, the Code of Ethics in the Corporate Governance section of our website at www.sbs.com/ir, within two
business days following the date of the amendments or waivers. Since adoption of the Code of Ethics in February
2003, no waivers have been granted to any of the Company’s principal executive officer, principal financial officer,
principal accounting officer, or persons performing similar functions.

Does the Board of Directors have Committees?

The Board of Directors has three standing Committees: Audit; Corporate Governance and Nominating; and
Management Development and Compensation.

Audit Committee

Members: Peter D. Fenner (Chairman), Warren W. Andrews, Lawrence A. Bennigson, and Harold E.
Kennedy.

The Audit Committee, which held nine meetings in fiscal year 2005, consists of four Directors who are
independent, as defined in NASD Rule 4200(A)(15), and qualified to serve on the Audit Committee pursuant to the
requirements of The NASDAQ Stock Market, Inc. (“NASDAQ”). Currently, the Board of Directors has determined
that Messrs. Fenner and Kennedy are “audit committee financial experts™ consistent with SEC rules.

The Audit Committee oversees the accounting and financial reporting processes and the integrated audit of
the consolidated financial statements and an audit of internal control over financial reporting, including (a) the
integrity of our financial statements, (b) our compliance with legal and regulatory requirements, (c) the
qualifications and independence of the independent registered public accountants, (d) the performance of the
independent registered public accountants, and (€) our systems of disclosure controls and procedures, and
compliance with ethical standards we have adopted. The Audit Committee serves as the sole authority to which the
independent registered public accountants are accountable, and has the sole authority and responsibility for the
appointment (subject to approval by our shareholders), compensation, retention and oversight of the work of the
independent registered public accountants, including any non-audit relationship with the independent registered
public accountants. The independent registered public accountants report directly to the Audit Committee and the
Audit Committee is responsible for the resolution of any disagreements between management and the independent
registered public accountants regarding financial reporting.

Effective January 26, 2005, the Audit Committee adopted a revised written charter, which is attached to this
~ Proxy Statement as Appendix A, and is also available in the Corporate Governance section of our website at
www.sbs.com/ir.

The Company pays for training for Independent Directors related to committee and board service. Peter D.
Fenner, Chairman of the Audit Committee, attended training sponsored by the National Association of Corporate
Directors during the fiscal year ended June 30, 2005.
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. Corporate Governance and Nominating Committee
Members: Warren W. Andrews (Chairman), Harold E. Kennedy, Richard Szafranski, and Alan F. White.

The Corporate Governance and Nominating Committee, which held five meetings in fiscal year 2005,
consists of four Directors who are independent. The Corporate Governance and Nominating Committee has the
responsibility to make recommendations to the Board with respect to nominees to be designated by the Board for
election as Directors and officers, the effectiveness, structure, size and composition of the Board, including
commiittee assignments, and to monitor corporate governance standards of the Company. The Board of Directors
approves the proposed slate of nominees for recommendation to the shareholders. Nominated Directors stand for
election by the shareholders at SBS’ Annual Meeting of Shareholders. '

The Board of Directors has determined that each member of the Corporate Governance and Nominating
Committee is independent as defined in NASD Rule 4200(A)(15), and qualified to serve on the Corporate
Governance and Nominating Committee pursuant to the requirements of NASDAQ. Effective April 20, 2004, the
Board of Directors adopted a written charter for the Corporate Governance and Nominating Committee, which is
attached to this Proxy Statement as Appendix B, and is also available in the Corporate Governance section of our
website at www.sbs.comy/ir.

Management Development and Compensation Committee
Members: Richard Szafranski (Chairman), Lawrence A. Bennigson, Peter D. Fenner and Alan F. White.

The Management Development and Compensation Committee, which held nine meetings in fiscal year 2005,
consists of four Directors who are independent, and none of them was an employee or former employee of SBS.
The Committee is responsible for making recommendations to the Board of Directors concerning policies and
procedures which will attract, develop and retain key managers and executives critical to the long-term success of
SBS, and to align executive compensation with shareholder interests. The Management Development and
Compensation Committee provides guidance and overview of management development, executive salary, incentive
and benefit programs. In addition, the Management Development and Compensation Committee is responsible for
evaluating the performance of the Chief Executive Officer, recommending Chief Executive Officer compensation to
the full Board, and meeting annually with the Chief Executive Officer to review management development ‘
programs and activities, and succession planning. While the administration of management development and
compensation is the responsibility of SBS management, the review and recommendation of the Management
Development and Compensation Committee is required for executive (individuals who lead businesses or functional
responsibilities) compensation, philosophy and policy; incentive programs; executive benefit and perquisite '
programs; stock and stock option awards and their terms to be awarded to officers subject to Section 16(b) of the
Securities Exchange Act of 1934; Board member compensation and any other compensation issues as may be
directed to it. Effective February 7, 2003, the Board of Directors adopted a revised written charter for the
Management Development and Compensation Committee, which is attached to this Proxy Statement as Appendix C,
and is also available in the Corporate Governance section of our website at www.sbs.com/ir.

During the fiscal year ended June 30, 2005, no SBS Executive Officer served on the compensation committee
(or equivalent) or the board of directors of another entity whose executive officer(s) served on SBS’ Management
Development and Compensation Committee.

The Company pays for training for Independent Directors related to committee and board service. Richard
Szafranski, Chairman of the Management Development and Compensation Committee, attended compensation
committee training sponsored by the Harvard Business School during the fiscal year ended June 30, 2005.

What independence requirements apply to the Board of Directors and its committees?
SBS’ Statement on Corporate Governance requires that Directors who are independent of management
constitute a substantial majority of the Board of Directors. In addition, NASDAQ listing standards require that a

majority of the Board be independent of management. Those standards provide generally that no Director will be
considered independent unless that Director has not received, directly or indirectly, any compensation or other
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benefit from SBS or an affiliate, other than in his capacity as a Director or a member of a Committee of the Board,
for a period of at least three years. The Board has determined that all of the Director nominees, with the exception
of Mr. Peckham, are independent. Six of the eight current Directors and six of the seven nominated Directors of
SBS are independent of management and have no material connection to SBS other than their positions as Directors
of the Company.

NASDAQ listing standards require that all members of the Audit Committee and the Corporate Governance
and Nominating Committee be independent. The Statement on Corporate Governance adopted by our Board goes
further by requiring that all members of each standing committee of the Board be comprised solely of Independent
Directors. As.a result, Mr. Peckham does not serve on any standing committee of the Board.

In addition to the foregoing, no Director of SBS currently serves on more than a total of two public company
boards, inclusive of SBS.

Do the Independent Directors meet separately from management?

The Independent Directors meet in private sessions without any employee directors or members of
management present at every regularly scheduled meeting of the Board and additionally as requested by any
Independent Director. Those meetings are chaired by the duly elected Lead Director who is an Independent
Director, or the Chairman of the Board if an Independent Director. As of September 9, 2005, Lawrence A.
Bennigson was appointed the Chairman of the Board. The Lead Director or independent Chairman of the Board
approves the agenda and minutes for all meetings of the Independent Directors. The Independent Directors held
eight meetings in fiscal year 2005.

How can shareholders communicate with the Board?

In accordance with the policy, approved by all of the Independent Directors, shareholders and other interested
parties may communicate directly with the full Board, the Chairman of the Board, non-management Directors as a
group or individual Directors, including the Lead Director, if applicable, by delivering a written communication in
care of the Corporate Secretary of SBS, 7401 Snaproll NE, Albuquerque, NM 87109. The written communication
should be addressed to the specific Director or Directors whom the shareholder or interested party wishes to contact.
Communications may be addressed to the Director(s) concerned, and forwarded to the Corporate Secretary at 7401
Snaproll NE, Albuquerque, NM 87109. All communications are recorded in a log, and the log is regularly
submitted to the Board for review.

What is the Board’s policy regarding Annual Meeting attendance?

As a matter of policy, Board members are required to attend the annual meeting of shareholders, unless
absence is unavoidable due to matters outside the control of a Director. All members of the Board attended the last
annual meeting of shareholders on November 18, 2004.

How are Directors nominated?

Among other duties, the Corporate Governance and Nominating Committee (the “CGNC”) identifies and
recommends to the Board individuals qualified to serve as Directors of the Company and on committees of the
Board and advises the Board with respect to the composition of the Board and its committees. All Board members
are elected annually by our shareholders, subject to the Board’s right to fill vacancies in existing or new Director
positions on an interim basis. Based on advice from the CGNC, each year the Board will recommend a slate of
Directors to be presented for election at the annual meeting of shareholders.

In accordance with the policy adopted by the CGNC, the CGNC will give consideration to any director
candidates recommended by shareholders or groups of shareholders holding five percent (5%) or more of the
outstanding voting stock of the Company for a period of at least one year. The CGNC will also review nominations
submitted by shareholders holding less than five percent (5%) or holding shares for less than one year, but is under
no obligation to formally consider such nominations. In considering candidates submitted by sharcholders, the
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CGNC will take into consideration the needs of the Board and the qualifications of the candidate. The CGNC’s
evaluation process does not vary based on whether or not a candidate is recommended by a shareholder.

To have a candidate considered by the CGNC, a shareholder must submit the recommendation in writing and
must include the following information:

¢  The name of the shareholder or group of shareholders making the recommendation, and evidence of the
person’s or group’s ownership of SBS stock, including the number of shares owned and the length of
time of ownership;

¢ The name, age, business address and residence address of the candidate;

¢  The principal occupation or employment of the candidate;

s  The number of shares of SBS stock owned by the candidate;

¢ The candidate’s resume or a listing of his or her qualifications to be a Director of SBS;

» The candidate’s consent to be named as a Director if selected by the CGNC, nominated by the Board and
approved by the shareholders; and

s any other information relating to the person that would be required to be disclosed in a solicitation of
proxies for election of directors pursuant to Regulation 14A under the Securities Exchange Act of 1934,
as amended, if the candidate had been nominated by or on behalf of the Board.

The shareholder recommendation and information described above must be sent by U.S. mail, postage
prepaid, to the Board of Directors of SBS c/o Corporate Secretary, at 7401 Snaproll NE, Albuquerque, NM 87109
and must be received by the Corporate Secretary not less than 120 days before the anniversary date of the
Company’s most recent annual meeting of shareholders.

In identifying and evaluating nominees for Director, the CGNC seeks to ensure that the Board possesses, in
the aggregate, the strategic, managerial and financial skills and experience necessary to fulfill its duties and to
achieve its objectives, and seeks to ensure that the Board is comprised of Directors who have broad and diverse
backgrounds, possessing knowledge in areas that are of importance to SBS. The CGNC looks at each nominee on a
case-by-case basis regardless of who recommended the nominee. In looking at the qualifications of each candidate
to determine if his or her election would further the goals described above, the CGNC takes into account all factors
it considers appropriate, which include strength of character, mature judgment, career specialization, relevant
technical skills or financial acumen, diversity of viewpoint, and industry knowledge. In addition, the CGNC
examines a candidate’s specific experiences and skills in relation to the needs of the Board and SBS and the skills
and experiences of current Board members. The Board believes that, to be recommended as a Director nominee,
each candidate must:

o display the highest personal and professional ethics, integrity and values;
+ have the ability to exercise sound business judgment;

»  be accomplished in his or her respective field, and have broad experience at the administrative and/or
policy-making level in business, government, education, technology or public interest;

¢ be independent of any particular constituency, be able to represent all SBS shareholders and be
committed to enhancing long-term shareholder value; and

+ have sufficient time available to devote to activities of the Board and to enhance his or her knowledge of
SBS’ business.

The Board also believes the following qualities or skills are necessary for one or more Directors to possess:

*  Atleast one Director should have the requisite experience and expertise to be designated as an “audit
committee financial expert” as defined by applicable rules of the SEC.

+  One or more of the Directors generally should be active or former chief executive officers of public
companies or leaders of major complex organizations, including commercial, scientific, government,
educational and other similar institutions.
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o Directors should be selected so that the Board represents diverse backgrounds, experience and
perspectives.

The CGNC identifies potential nominees by asking current Directors and executive officers to notify the . "
CGNC if they become aware of persons meeting the criteria described above who may be available to serve on the
Board. The CGNC also, from time to time, may engage firms that specialize in identifying Director candidates. As
described above, the CGNC will also consider candidates recommended by shareholders. -

Once a person has been identified by the CGNC as a potential candidate, the CGNC may collect and review
publicly available information regarding the person to assess whether the person should be considered further. If the
CGNC determines that the candidate warrants further consideration, the Chairman or another member of the CGNC
contacts the person. Generally, if the person expresses a willingness to be considered and to serve on the Board, the
CGNC requests information from the candidate, reviews the person’s accomplishments and qualifications, including
in light of any other candidates that the CGNC might be considering, and conducts one or more interviews with the
candidate. In certain instances, CGNC members may contact one or more references provided by the candidate or
may contact other members of the business community or other persons that may have greater first-hand knowledge
of the candidate’s accomplishments. Current members of the Board will also be asked to interview a candidate for
the Board and to provide input on whether such candidate is suitable for the position.

All Directors being nominated for election to a new term beginning November 17, 2005, were elected as
Directors by the shareholders at the Annual Meeting on November 18, 2004, except Mr. Kennedy, who was
appointed as a director in December 2004. Mr. Kermedy was recommended as a Director by a non-management
Director.

During the fiscal year ended June 30, 2005, SBS has not paid any fee to any third party or third parties to
identify or evaluate or assist in identifying or evaluating potential nominees.

The CGNC did not receive, by a date not later than the 120th calendar day before the date of release of this
Proxy Statement to security holders in connection with the previous year’s annual meeting, a recommended nominee
from a security holder that beneficially owned more than 5% of the company’s voting common stock for at least one
year as of the date the recommendation was made, or from a group of security holders that beneficially owned, in
the aggregate, more than 5% of SBS common stock.

Do Directors have a mandatory retirement age?

Under our Statement on Corporate Governance, the Board has established a mandatory retirement age of 72.
How much are the Independent Directors paid? -

During the Board term commencing in November 2004, Independent Directors were paid as follows:

e annual retainer of $25,000 for service on the Board;

e annual retainer to committee chairpersons as follows: Audit Committee $5,000; Corporate Governance
and Nominating Committee $2,500; and Management Development and Compensatlon Committee
$2,500;

e annual retainer of $2,500 for the Lead Director;

e annual grant of restricted shares of SBS common stock equal to $14,000, the number of shares being
determined by dividing $14,000 by the closing market price of SBS’ common stock on the day prior to
their election or appointment to the Board under the terms of the 1998 Long-Term Equity Incentive Plan.
The restricted shares vest upon the completion of the 2004/2005 term on November 16, 2005 and the
trading restrictions will be removed equally over a three-year period from the date of grant; and

* meeting fees as follows: $1,500 per Board meeting day; $750 per Committee meeting; $500 for each
meeting of the Board held telephonically; and $1,000 per travel day for Board or Committee meetings.
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- If the Chairman of the Board is an Independent Director, he or she receives an annual retainer of $75,000 in
addition to amounts otherwise due to that person as an Independent Director. Lawrence A. Bennigson, an
Independent Director, was elected Chairman of the Board on September 9, 2005.

Independent Directors are able to elect, under SBS’ 1998 or 2000 Long-Term Equity Incentive Plans, to
receive a portion of these payments in restricted shares of SBS’* common stock or options to purchase shares of SBS’
common stock subject to, and in accordance with, Section 16(b) of the Securities Exchange Act of 1934, as more
fully described in note (1) to the Independent Directors Compensation chart on page 16.

For the 2004/2005 term, on November 18, 2004, each Director elected to receive his compensation for service
as an Independent Director in cash, restricted shares of SBS common stock, or options to purchase shares of SBS
common stock, or a combination of these selections (other than Harold E. Kennedy, who made his election effective
December 15, 2004), as follows:

¢  Warren W. Andrews, Lawrence A. Bennigson and Alan F. White each elected to receive their
compensation in cash.

o Peter D. Fenner elected to receive, and was granted on November 18, 2004, 4,960 restricted shares of
SBS common stock. The restricted shares were valued at $14.82 per share, the closing market price of
SBS common stock on the date of the election in accordance with the terms of the 1998 Long-Term
Equity Incentive Plan. The restricted shares vest, and the trading restriction on one-third of the shares is
removed, upon the completion of the 2004/2005 term. The trading restriction on the remaining shares is
removed equally on the second and third anniversary of the grant.

s Richard Szafranski elected to receive, and was granted on November 18, 2004, 4,723 restricted shares of
SBS common stock. The restricted shares were valued at $14.82 per share, the closing market price of
SBS common stock on the date of the election in accordance with the terms of the 1998 Long-Term
Equity Incentive Plan. The restricted shares vest, and the trading restriction on one-third of the shares is
removed, upon the completion of the 2004/2005 term. The trading restriction on the remaining shares is
removed equally on the second and third anniversary of the grant.

e Harold E. Kennedy elected to receive a combination of cash and restricted shares of SBS common stock.
He elected to receive, and was granted on December 15, 2004, 1,555 restricted shares of SBS common
stock. The restricted shares were valued at $13.50 per share, the closing market price of SBS common
stock on the date of the election in accordance with the terms of the 1998 Long-Term Equity Incentive
Plan. The restricted shares vest, and the trading restriction on one-third of the shares is removed, upon
the completion of the 2004/2005 term. The trading restriction on.the remaining shares is removed
equally on the second and third anniversary of the grant.

Additionally, SBS reimburses the Independent Directors for travel expenses incurred in connection with
attending Board and Committee meetings. All travel expense reimbursements to the Independent Directors are
consistent with reimbursements for travel applicable to all SBS employees, except for the following perquisites:
business class airfare, and when not available, first class airfare; full size car rental; and reimbursement of travel
costs for a spouse to attend one Board meeting per year. The aggregate amount reimbursed to the Independent
Directors for perquisites was approximately $10,000.

Independent Directors also receive an option to acquire 11,500 shares of SBS® common stock (6,500 shares
under the terms of the 1998 Long-Term Equity Incentive Plan and 5,000 shares under the terms of the 1993 Director
and Officer Stock Option Plan) upon election or appointment to the Board, and for each year of service thereafter.
The exercise price of all such options is the market price of SBS’ common stock on the grant date as provided in the
respective plan.

o  For the 2004/2005 term, each Independent Director elected on November 18, 2004 was granted an option

to acquire 11,500 shares of SBS’ common stock. In addition, Harold E. Kennedy, appointed a Director
on December 15, 2004, was granted an option to acquire 11,500 shares of SBS’ common stock.
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e The option grants from the 1998 Long-Term Equity Incentive Plan vest in one year from the date of
grant, expire ten years from the date of the grant, and have a purchase price per share of $14.75 (or .
$13.50 in the case of Harold E. Kennedy), the closing market price of SBS common stock on the
date of grant, in accordance with the terms of the Plan.

e  The option grants from the 1993 Director and Officer Option Plan vest in one year from the date of
grant, expire five years from the date of grant, and have a purchase price per share of $14.82 (or
$13.44 in the case of Harold E. Kennedy), the closing market price of SBS common stock on the day
prior to the date of grant, in accordance with the terms of this Plan.

On April 21, 2005, in response to SFAS No. 123 (Revised 2004), Share Based Payment, the Board of
Directors of SBS approved the acceleration of the vesting of all outstanding unvested stock options with an exercise
price greater than $9.22 (the Acceleration). The Acceleration was effective on April 21, 2005, and resulted in the
immediate vesting of a total of 1,299,258 outstanding stock options, including the 69,000 options granted to the
Independent Directors for their service during the 2004/2005 term.
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The following table summarizes the total compensation of the Independent Directors for the 2004/2005 term
ending on November 16, 2005, assuming there are no special meetings of the Board of Directors between the date of
this Proxy Statement and November 16, 2003,

Independent Director Compensation
For Year of Service ending November 2005

Conmittee Board and Restricted Annual
Chairs and Conmriittee Stock Restricted
Annual Lead Meeting Risk Stock
Independent Director Retainer Director Fees Prenium (1) Grant Total
Warren W. Andrewss.......... $ 25,000 2,500 36,500 - 14,000 $ 78,000
Lawrence A. Bermigson......... 25,000 2,500 36,000 -- 14,000 77,500
Peter D. Femrer................ 25,000 5,000 37,500 21,000 14,000 102,500
Harold E Kerredy............... 25,000 - 34,500 6,000 14,000 79,500
Richard Szafranski................ 25,000 2,500 36,500 20,000 14,000 98,000
AlnF. White.......ccooconmnrnnece. 25,000 - 36,500 -- 14,000 75,500
$ 150,000 12,500 217,500 47,000 84,000 § 511,000

(1)  If Director elects to receive restricted stock in lieu of cash compensation, he
receives a risk premivum of 140% of the amount payable in cash

Anmal Grant Date

Stock Fair Value

Option of Stock
Independent Director Grant Options (2)
Warren W. ANGrEwS.........uvieeermrennnerscerensncennens 11,500 § 57,607
Lawrence A. BEmugsom...........ccvevevccecrrnennnnen. 11,500 57,607
Peter D. Fermer. ..o, 11,500 57,607
Harold E. Kenredy..........c.coovcemmcneicccnnn, 11,500 51,637
Richard Szafranski.......cccecvveecreennmnnniinneenn, 11,500 57,607
ABRNF. WHIE......oomeverirceennrrennicninceseeenene 11,500 57,607

69,000 3 339,672

(2)  The grant date fair value of the annual stock option grant was estimated using
the Black-Scholes option pricing model.

How much are employee Directors paid?

Employees who are also Directors receive no additional compensation for serving as Directors.
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COMPENSATION OF EXECUTIVE OFFICERS
Executive Officers who are not standing for re-election as Directors

Christopher J. Amenson, 54, has been a Director since August 1992, however, Mr. Amenson is not standing
for re-election as a Director. Mr. Amenson has been Executive Chairman since April 17, 2003. Mr. Amenson
served as Chairman of the Board from April 2002 to September 2005 and from May 1997 to November 2001. Mr.
Amenson served as President of SBS from April 1992 through March 2001 and Chief Executive Officer of SBS
from October 1996 through March 2001 and from April 2002 to April 2003. From April 1992 to October 1996, Mr.
Amenson was Chief Operating Officer of SBS. For five years before joining SBS, Mr. Amenson was President of
Industrial Analytics, Inc., a Boston-based firm engaged in consulting in support of operations, mergers and
acquisitions. Mr. Amenson also serves on the Boards of Directors of Rainbow House International, the Technical-
Vocational Institute Foundation, PointCross, Inc., and is Chairman of the Board of Best Choice Educational
Services, Inc. Mr. Amenson holds a Bachelor’s Degree in Government from the University of Notre Dame and a
Master of Science in Management from the Massachusetts Institute of Technology (“MIT”) as a Sloan Fellow.

Executive Officers who are not Directors

Bruce E. Castle, 47, has been Vice President, General Counsel and Secretary of SBS since November 2002,
Mr. Castle was hired by SBS as General Counsel in July 2002. Before joining SBS, Mr. Castle practiced law in
Albuquerque, New Mexico for 19 years, including as a director and shareholder of Kemp Smith Duncan &
Hammond, P.C., managing shareholder of Eastham Johnson Monnheimer & Jontz, P.C., and most recently a
principal of Vogel Campbell Blueher & Castle, P.C. Mr. Castle holds a Bachelor of Arts Degree from Northeast
Missouri State University (now Truman State University) and a Juris Doctor Degree from the University of
Missouri.

James E. Dixon, Jr., 60, has been Executive Vice President since November 2001, and Treasurer and Chief
Financial Officer since September 1995. From September 1995 to November 2001, Mr. Dixon held the position of
Vice President, Finance and Administration. In addition, Mr. Dixon served as Secretary from November 2000 until
November 2002. Mr. Dixon served as a Director from November 1998 through November 2000. For eight years
before joining SBS, Mr. Dixon held the position of Director of Finance, Howden Group America, Inc., a wholly
owned subsidiary of Howden Group PLC. Howden Group America’s subsidiaries, whose combined annual revenue
then exceeded $200 million, specialize in the design and manufacture of air and gas handling equipment, defense-
related products and food processing equipment. Before that, Mr. Dixon held various controller positions at
Westinghouse Electric Corporation from 1971 to 1985, Mr. Dixon holds a Bachelor’s Degree in Business Education
from Indiana University of Pennsylvania.

David H: Greig, 50, has been President and Chief Operating Officer since April 2002. From February 2001
to April 2002, Mr. Greig held the positions of Vice President of SBS and President of SBS’ Commercial Group.
Mr. Greig joined SBS in October 1997 as President of SBS’ wholly owned subsidiary, SBS Technologies, Inc.,
Connectivity Products in St. Paul, Minnesota. Before joining SBS, Mr. Greig was employed by Perle Systems, a
designer and manufacturer of computer networking equipment. During his fourteen-year tenure with Perle, Mr.
Greig served in several capacities, including President of the Perle Customer Engineering Division, and later served
simultaneously as President of Perle’s U.S. operations, and Executive Vice President and Director of the Canadian
parent company. Previously, Mr. Greig was Founder and President of Greig-Power Co. Ltd., a Toronto, Canada-
based developer of custom electronic systems used to automate and control manufacturing operations. Mr. Greig
performed duties as a research assistant at York University’s Center for Research in Experimental Space Science
before founding his own business. Mr. Greig holds the equivalent of a Bachelor’s Degree in Electrical Engineering
from Ryerson Polytechnical Institute in Toronto, Ontario, Canada.
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How much deo the Executive Officers get paid?

The following table provides an overview of compensation that SBS paid to the Executive Officers for the

fiscal years ended June 30, 2005, 2004 and 2003.

SUMMARY COMPENSATION TABLE

Annual Long-Term
Compensation Compensation
Securities
Salary Underlying Options All Other

Name and Principal Position ‘ Year [63)] (# shares) Compensation ($)
Clarence W. Peckham ' 2005 325,000 50,000 8,238 (4)
Chief Executive Officer (1) 2004 300,000 — 37,538 (5)

2003 272,870 100,000 43,508 (6)
Christopher J. Amenson 2005 150,000 — 14,291 (7)
Executive Chairman and former 2004 150,000 — 6,000 (4)
Chairman of the Board (2) 2003 192,335 — 9,291 (8)
David H. Greig ' 2005 286,000 30,000 7,920 (4)
President & Chief Operating Officer 2004 282,615 — 332(9)

2003 275,000 30,000 48,835 (10)
James E. Dixon, Jr. 2005 286,000 30,000 10,691 (11)
Executive Vice President, Chief Financial 2004 282,615 20,000 14,582 (12)
Officer & Treasurer 2003 275,000 — 8,253 (4)
Bruce E. Castle 2005 238,500 15,000 7,793 (4)
Vice President, General Counsel & Secretary (3) 2004 234,346 7,500 9,310 (13)

2003 197,308 20,000 4,500 (4)

Note: The aggregate value of all perquisites received by each of the Executive Officers did not exceed $1,000 per year, during
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fiscal 2005, 2004 and 2003.

Effective April 17, 2003, Clarence W. Peckham was appointed to the position of Chief Executive Officer.

Effective September 9, 2005, Mr. Amenson resigned from his position of Chairman of the Board. Effective April 17,
2003, Christopher J. Amenson was appointed to the position of Executive Chairman.

Bruce E. Castle was appointed Vice President, General Counsel and Secretary of SBS in November 2002 and he joined
SBS in late July 2002. Accordingly, fiscal 2003 compensation information included in the table represents only
compensation from late July 2002 through June 30, 2003.

Represents payments made by SBS pursuant to a contribution-matching program under its 401(k) plan. Amounts paid
under SBS’ other employee benefits plans are not included because the benefits provided to officers under these plans are
identical to those provided to all other employees.

Includes payment of $28,846 for accrued leave compensation and $8,692 in payments made by SBS pursuant to a
contribution-matching program under its 401(k) plan.

Includes $34,622 in relocation payments and $8,886 in payments made by SBS pursuant to a contribution-matching
program under its 401(k) plan.

Includes payment of $7,972 for accrued leave compensation and $6,319 in payments made by SBS pursuant to a
contribution-matching program under its 401(k) plan.

Includes $7,692 in payments made by SBS pursuant to a contribution-matching program under its 401(k) plan and $1,599
in fringe benefits.

Represents $332 in fringe benefits.

Represents relocation benefits paid to employee.

Includes payment of $3,037 for accrued leave compensation and $7,654 made by SBS pursuant to a contribution-
matching program under its 401(k) plan.

Includes $5,699 for accrued leave compensation, $8,448 in payments made by SBS pursuant to a contribution-matching
program under its 401(k) plan, and $435 in fringe benefits.

Includes $8,310 in payments made by SBS pursuant to a contribution-matching program under its 401(k) plan, and $1,000
in fringe benefits.

19




On July 25, 2005, the Board of Directors approved the Fiscal Year 2006 Executive Incentive Plan and the
Fiscal Year 2006 Long-term Executive Incentive Plan which will affect the compensation of the Executive Officers
during the fiscal year ending June 30, 2006 and subsequent fiscal years. Please refer to the Current Report on Form
8-K filed by SBS on July 29, 2005, which includes a brief description of the terms of the plans and copies of the
plans are included as exhibits to the Form §-K.

The following table provides information about shares acquired upon the exercise of stock options, and
unexercised stock options held by, the Executive Officers in the Summary Compensation Table at June 30, 2005:

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR END OPTION VALUES

Number of Shares Underlying Value of Unexercised
Shares Unexercised Options at In-The-Money Options at
Acquired Value June 303 2005 June 30, 2005
Name on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
C. Amenson — $ — 270,000 — $ — $ —
C. Peckham — — 234,000 (1) 60,000 140,800 81,600
D. Greig — — 241,100 (1) 18,000 20,800 24,480
J. Dixon Jr. — — 202,000 (1) — — —
B. Castle — — 32,500 (1) 10,000 (2) 12,800 12,800

M

@)

On April 21, 2005, in response to SFAS No. 123 (Revised 2004), Share Based Payment, the Board of Directors of SBS
approved the acceleration of the vesting of all outstanding unvested stock options with an exercise price greater than
$9.22 (the Acceleration). The Acceleration was effective on April 21, 2005, and resulted in the immediate vesting of a
total of 1,299,258 outstanding stock options, including 248,750 options held by the Executive Officers.

5,000 of these options became exercisable July 31, 2005.

The following table provides information about individual grants of stock options made to the Executive
Officers in the Summary Compensation Table during the year ended June 30, 2005:

OPTION GRANTS IN FISCAL YEAR 2005

Number of Percent of Total
Securities Options Granted to Exercise

Underlying Employees in Price Per Expiration Grant Date
Name Options Granted Fiscal Year Share Date Present Value
C. Peckham 50,000 (1) 6.00% $ 13.00 12/13/2014 $ 263,659 (2)
J. Dixon Jr. 30,000 (1) 3.60% 13.00 12/13/2014 158,196 (2)
D. Greig 30,000 (1) 3.60% 13.00 12/13/2014 158,196 (2)
B. Castle 15,000 (1) 1.80% 13.00  12/13/2014 79,098 (2)

)

@

Options were granted on December 13, 2004 under the 1993 Director and Officer Stock Option Plan; and were
immediately vested on April 21, 2005 in connection with the Acceleration approved by the Board of Directors. On
April 21, 2003, in response to SFAS No. 123 (Revised 2004), Share Based Payment, the Board of Directors of SBS
approved the acceleration of the vesting of all outstanding unvested stock options with an exercise price greater than
$9.22. The Acceleration was effective on April 21, 2005, and resulted in the immediate vesting of a total of 1,299,258
outstanding stock options, including 248,750 options held by the Executive Officers.

We selected the Black-Scholes option pricing model to estimate the Grant Date Present Value of the options with the
following weighted average assumptions; expected life of 3.08 years, risk free rate of return of 3.06%, expected
volatility of 56.69% and a dividend yield of 0%. The actual value that the Executive Officer will receive from the
stock option grants will depend on the future performance of the stock and the price of the stock at the time of exercise.
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Compensation plans of SBS under which securities may be issued

The following sets forth certain information as of June 30, 2005 with respect to compensation plans of SBS
under which securities may be issued:

EQUITY COMPENSATION PLAN INFORMATION

Weighted-average Number of securities
Number of securities to be exercise price of remaining available for
issued upon exercise of outstanding options, future issuance under
outstanding options, rights,  rights, restricted stock, equity compensation
restricted stock, and other and other plans (excluding securities
Plan Category stock-based awards stock-based awards reflected in first column)
Equity compensation plans
approved by security holders 3,397,414 $14.39 2,413,752 *
Equity compensation plans not
approved by security holders — ‘ — —
Total 3,397.414 $14.39 2,413,752 *

Certain equity compensation plans of the Company contain a formula that automatically increases the
number of securities available for issuance by a percentage of the number of outstanding securities of the
Company as follows:

o the 1993 Director and Officer Stock Option Plan provides securities available for grant equal to 5% of the
number of shares of the Company’s common stock outstanding the first day of each fiscal year plus shares
underlying expired or terminated options (1,473,209 shares available at June 30, 2005).

o the 2000 Long-Term Equity Incentive Plan provides securities available for grant equal to ten percent
of the adjusted average of the outstanding stock, as that number is determined by SBS to calculate net
income per common share — assuming dilution for the preceding fiscal year, reduced by any shares of
stock under the plan subject to unexercised options and any shares of stock under the plan subject to
restrictions (542,820 shares available at June 30, 2005).

In addition, the 1998 Long-Term Equity Incentive Plan provides for the award of restricted stock, stock
appreciation rights, and stock unit awards, in addition to options, up to the number of shares remaining in the Plan
(260,723 available as of June 30, 2005). The 2000 Long-Term Equity Plan also provides for restricted stock awards
and restricted stock unit awards, not to exceed a total of 50,000 shares in any one year.

Does SBS have employment agreements for the Executive Officers?
All of our Executive Officers have employment agreements with SBS.

Each Agreement:
e assigns to SBS certain intellectual property developed by the employee on SBS time,
e isterminable by either party, with or without cause, upon thirty days’ notice,
s contains non-competition clauses which apply during the employment period and for two years
thereafter, and
e  contains restrictions against disclosure of proprietary information.

Christopher J. Amenson serves as Executive Chairman under an employment agreement executed on April 11, 2005.
Under the agreement, which has a term expiring in November 2005, unless terminated as described below or
extended for an additional one-year period upon the mutual agreement of Mr. Amenson and SBS, Mr. Amenson
receives a current base annual salary of $150,000. The agreement provides that, upon either voluntary or involuntary
resignation, other than discharge for cause, SBS will employ Mr. Amenson as an executive officer of the Company
with reduced duties as agreed upon by Employee, senior management and the Board of Directors of the Company at
an annual rate of pay of $40,000 for one year following termination. Also, the agreement provides for six months’
severance payable upon Mr. Amenson’s termination by SBS without cause.
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Bruce E. Castle serves as Vice President, General Counsel and Secretary pursuant to an employment
agreement effective July 29, 2003. Under the agreement, which has a three-year term unless terminated as described
below, Mr. Castle receives a current base annual salary of $238,500. Also, the agreement provides for six months’
severance payable upon Mr. Castle’s termination by SBS without cause and one-year severance payable upon Mr.
Castle’s termination without cause within one year after a change in control of SBS.

James E. Dixon, Jr. serves as Executive Vice President, Treasurer and Chief Financial Officer pursuant to an
employment agreement effective July 29, 2003. Under the agreement, which has a three-year term unless
terminated as described below, Mr. Dixon receives a current base annual salary of $286,000. Also, the agreement
provides for six months’ severance payable upon Mr. Dixon’s termination by SBS without cause and one-year
severance payable upon Mr. Dixon’s termination without cause within one year after a change in control of SBS.

David H. Greig serves as President and Chief Operating Officer pursuant to an employment agreement
effective July 29, 2003. Under the agreement, which has a three-year term unless terminated as described below,
Mr. Greig receives a current base annual salary of $286,000. Also, the agreement provides for six months’
severance payable upon Mr. Greig’s termination by SBS without cause and one-year severance payable upon Mr.
Greig’s termination without cause within one year after a change in control of SBS.

Clarence W. Peckham serves as Chief Executive Officer pursuant to an employment agreement effective
April 17, 2003, as amended on January 28, 2005. Under the agreement, which has a five-year term unless terminated
as described below, Mr. Peckham receives a current base annual salary of $325,000. The agreement also provides
for issuance to Mr. Peckham of a stock option grant of 100,000 shares of SBS common stock, with annual vesting of
20,000 shares beginning on April 30, 2004 through April 30, 2008, based on continuous employment through these
dates. Also, the agreement provides for six months’ severance payable upon Mr. Peckham’s termination by SBS
without cause and one-year severance payable upon Mr. Peckham’s termination without cause within one year after
a change in control of SBS.

We indemnify our Executive Officers to the fullest extent permitted by law so that they will be free from
undue concern about personal liability in connection with their service to us. This is required under our Bylaws, and
we have also signed agreements with each of those individuals contractually obligating us to provide this
indemnification to them.

REPORTABLE TRANSACTIONS

During the last fiscal year, has any Director, Officer, nominee for Director, or shareholder identified in
the ownership of SBS common stock section, or any of their immediate family members, been involved in any
transaction in which SBS or any of its subsidiaries was involved, or may be involved in the future, which
exceeded $60,000?

SBS knows of no reportable transactions.
SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Did the Directors and Executive Officers file all of their required Section 16(a) beneficial ownership
reports with the SEC on time?

Under the Securities Exchange Act of 1934, Directors and Executive Officers of public companies are
required to report to the Securities and Exchange Commission all personal transactions involving SBS’ common
stock. Based solely upon a review of Forms 3 and 4 filed by Directors and Executive Officers of SBS during the’
fiscal year ended June 30, 2005, all reports required by Section 16(a) of the Securities Exchange Act of 1934 were
timely filed, except for two filings: one Form 3 and one Form 4. These forms were filed in connection with Mr.
Kennedy’s appointment to the Board of Directors on December 15, 2005. The required forms were filed on behalf
of Mr. Kennedy on December 20, 2005, one day after the two business day filing deadline, due to not receiving the
mandatory electronic access codes assigned by the Securities and Exchange Commission until December 20, 2005.
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INDEPENDENT PUBLIC ACCOUNTANTS
Approval of Services

The Audit Committee of the Board of Directors pre-approves all engagements for audit and non-audit
services provided by the Company’s independent registered public accounting firm, KPMG LLP. The policies and
procedures for approval of‘all services as outlined in the Audit Committee charter follow:

e The Audit Committee shall serve as the sole authority to which the independent registered public
accountants are accountable, and have the sole authority and responsibility for the appointment (subject
to approval by the Company’s shareholders), compensation, retention and oversight of the work of the
independent registered public accountants; including any non-audit relationship with the independent
registered public accountants; and

o  The Audit Committee shall select and retdin, and terminate when appropriate, the independent registered
public accountants, set the independent registered public accountants’ compensation, and pre-approve all
audit services to be provided by the independent registered public accountants; and

o The Audit Committee shall pre-approve all permitted non-audit services to be performed by the
independent registered public accountants and establish policies and procedures for the engagement of
the independent registered public accountants to provide permitted non-audit services.

In addition, the Audit Committee has determined that the Audit Committee on behalf of SBS shall not engage
the independent registered public accountants to perform any services for SBS other than audit, tax compliance, tax
planning and tax advice.

The aggregate fees billed during the fiscal years ended June 30, 2005 and 2004 for professional services
rendered by SBS’ independent registered public accounting firm, KPMG LLP, all of which were pre-approved by
the Audit Committee, were as follows:

For fiscal years ended Jun_e 30,

Tvype of Service 2005 % 2004 %
Audit fees $ 496,200 65% $§ 335,500 37%
Audit-related fees — — 11,900 1%
Tax fees ‘ |
Tax compliance 177,000 - 29% 424,600 47%
Tax advice and planning 65,300 6% 125,700 14%
Total tax fees 242 300 35% 550,300 61%
All other fees — — 1,800 1%
Total fees $ 738,500 100% $ 899,500 100%
Audit Fees

Audit fees are comprised of fees billed in connection with: the audit of the Company’s consolidated financial
statements included in Form 10-K (fees for the fiscal year ended June 30, 2005 include fees related to the audit of
internal control over financial reporting under Section 404 of the Sarbanes-Oxley Act); the review of the Company’s
unaudited interim condensed consolidated financial statements included in Form 10-Q; and statutory audits of
certain foreign subsidiaries. Audit fees also include fees associated with the review by KPMG of registration
statements filed with the Securities and Exchange Commission and the related issuance of independent registered
public accountant consent letters.
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Audit Related Fees

Audit related fees include assurance and related fees billed in connection with the audit of employee benefit
plan financial statements.

Tax Fees

Tax fees are comprised of fees billed in connection with tax compliance services and fees billed in connection
with tax advice and tax planning services. Tax compliance services include preparation of income tax returns and
filings with tax authorities based in the United States, Germany and Canada, assistance with claims for refunds, and
tax payment assistance. Tax advice and tax planning services include assistance with the examination of tax returns
previously filed, the implementation of domestic and international tax planning strategies, and consultation on other
tax matters.

All Other Fees

All other fees include fees billed for assistance with the interpretation of new accounting standards and other
related services.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Board of Directors is comprised of four Directors who are each independent and
financially literate, and all of whom are financially sophisticated, within the current meaning of the National
Association of Securities Dealers’ (“NASD”) rules regarding audit committees. Our Board of Directors has
determined that Peter D. Fenner and Harold E. Kennedy are “audit committee financial experts,” as defined by SEC
rules.

Management has the primary responsibility for establishing and maintaining an adequate system of internal
control, for preparing the financial statements and for the public reporting process. KPMG LLP, our company’s
independent registered public accountants for 2005, is responsible for expressing an opinion on whether our
consolidated financial statements present fairly, in all material respects, our financial position, results of operations,
and cash flows/in conformity with U.S. generally accepted accounting principles and on management’s assessment
of the effectiveness of SBS’ internal control over financial reporting. In addition, KPMG LLP wili express its own
opinion on the effectiveness of SBS’ internal control over financial reporting. KPMG LLP’s responsibility is to
oversee and review the financial reporting process and to review and discuss management’s report on SBS’ internal
control over financial reporting.

In this context, the committee reviewed and discussed with management and KPMG LLP the audited
financial statements for the year ended June 30, 2005, management’s assessment of the effectiveness of SBS’
internal control over financial reporting as of June 30, 2005, KPMG LLP’s attestation report on management’s
assessment of the effectiveness of internal control over financial reporting, and KPMG LLP’s evaluation of the
effectiveness of SBS’ internal control over financial reporting.

The committee has discussed with KPMG LLP the matters that are required to be discussed by Statement on
Auditing Standards No. 61 (Communication with Audit Committees) and No. 90 (Audit Committee
Communications), issued by the Auditing Standards Board of the American Institute of Certified Public
Accountants. KPMG LLP has provided to the committee the written disclosures and the letter required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees), and the
committee discussed with KPMG LLP the firm’s independence from SBS. In addition, the committee has
considered whether the provision of the non-audit services that it has approved is compatible with maintaining
KPMG LLP’s independence and has concluded that it is.

Based on these reviews and discussions, the committee has recommended to SBS’ Board of Directors, and

the Board of Directors has approved, that SBS” audited consolidated financial statements be included in SBS’
Annual Report-on Form 10-K for the year ended June 30, 2005, and selected KPMG LLP as our independent
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registered public accountants to audit the consolidated financial statements for the fiscal year ending June 30, 2006,
subject to shareholder ratification.

Audit Committee

Peter D. Fenner, Chairman
Warren W. Andrews
Lawrence A. Bennigson
Harold E. Kennedy

The Report of the Audit Committee does not constitute soliciting material, and shall not be deemed to be filed
or incorporated by reference into any other SBS filing under the Securities Act of 1933, as amended, or the
Securities Exchange Act of 1934, as amended, except to the extent that the Company specifically incorporates the
Report of the Audit Committee by reference therein.

REPORT OF THE MANAGEMENT DEVELOPMENT AND COMPENSATION COMMITTEE ON EXECUTIVE
COMPENSATION

The Management Development and Compensation Committee (MDCC) of the Board of Directors is
comprised entirely of outside Directors. Members are not eligible to participate in the officer and employee
compensation programs they oversee. The responsibility of the MDCC is to:

o Review the CEQ’s policies and procedures designed to attract, develop and retain key managers and
executives critical to the success of SBS.

o  Align executive compensation with shareholder interests, and to make related recommendations to the
Board of Directors.

e Provide guidance and overview of all management development, succession planning, executive salary,
and incentive and benefit programs.

e Evaluate the performance of the Chief Executive Officer and to recommend Chief Executive Officer
compensation to the full Board, and

¢  Meet annually with the Chief Executive Officer and to review management development programs and
activities, and succession planning.

Through close coordination with the Company’s Human Resources Group, and from time-to-time, an external
compensation consultant, the Committee oversees the development and implementation of the Company’s
succession planning, various compensation, incentive and benefits plans and arrangements, which are designed to
achieve objectives, which if consistently achieved, will enhance shareholder value. While the administration of
management development and compensation is the responsibility of SBS management, the review and approval of
the MDCC is required for:

Overall executive (individuals who lead businesses or functions) compensation, philosophy and policy
Incentive programs

Executive benefit and perquisite programs

Stock and stock option awards and their terms to be awarded to officers subject to Section 16(b) of the
Securities Exchange Act of 1934, and

¢ Board member compensation and any other compensation issues as may be directed to it.

Executive Compensation Program
For the fiscal year ended June 30, 2005

For the fiscal year ended June 30, 2005, pursuant to earlier action, the Management Development and
Compensation Committee recommended and the Board adopted the policy that future primary incentive
compensation for the Chief Executive Officer would be based on stock options, more closely aligning the Chief
Executive Officer’s compensation with the interests of SBS’ shareholders. In addition, the Board adopted the policy
that the Chief Executive Officer would be eligible for cash incentives at the sole discretion of and approval by the
Board of Directors, based upon the recommendation of the Committee. Factors in determining whether any cash
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incentive would be paid to the Chief Executive Officer included:

e SBS’ financial operating performance as compared with its approved fiscal operating plan,
¢ progress in the development of management and other human resources within SBS, and
e progress in corporate development.

Base salaries for all other executive officers were set at competitive levels by the Chief Executive Officer in
consultation with the Management Development and Compensation Committee, giving due regard to individual
performance and time in position. Cash incentive compensation for all other executive officers is discretionary,
proposed by the Chief Executive Officer, and approved by the Committee, based on factors similar to those used for
establishing cash incentive compensation for the Chief Executive Officer. Factors included in determining
discretionary cash incentive compensation for management with line responsibility for division operations are
generally tied to performance targets for the businesses under their authority and contribution to overall earnings per
share. These performance targets are set as part of the annual budgeting process for SBS and its subsidiaries.

No cash incentive compensation was paid to the Chief Executive Officer or proposed by the Chief Executive
Officer for any other executive officer during the fiscal year ended June 30, 2005.

For the fiscal year ending June 30, 2006

The Company’s executive compensation program consists of four components: salary, the opportunity to earn
an annual cash bonus, the possibility of receiving stock options or restricted shares over tlme and a long term
incentive program paid in cash and restricted shares.

Based on a pay-for-performance philosophy, it is the Company’s objective to pay its executives competitive
base salaries and to provide variable compensation (stock options, restricted stock awards, and cash bonus potential)
that can take total direct compensation to the upper tier of compensation paid by comparable companies, if the
Company, the executive individually, and (as applicable) the executive’s assigned division, meet or exceed
challenging performance goals.

An annual cash bonus program and the basis for the calculation of bonus payments is based on objective
criteria established by the Committee and recommended to the Board of Directors in advance.

The Long-Term Executive Incentive Plan for the fiscal year ending June 30, 2006, is designed to reward the
creation of sustainable shareholder value and more closely align the interests of the Company’s senior management
group with that of its shareholders. It rewards performance in achieving certain companywide internal business
goals that are primarily financial and operational in nature. The long-term incentive compensation will reward
accomplishment of the Company’s internal three-year strategic goals with a mix of cash and restricted options. In
addition to executive officers of the Company, 10 other executives are participants in this plan.

The Executive Incentive Plan for the fiscal year ending June 30, 2006, is designed to reward performance in
achieving companywide financial goals, individual performance goals, and for some individuals, achievement of
certain divisional goals for the fiscal year. Awards earned under this plan will be paid in cash. The same individuals
who are participants in the Long-Term Executive Incentive Plan are participants in the Executive Incentive Plan.

Executive Officers are also eligible to participate in the Company’s health and other employee benefit plans
that are available on the same basis to all regular employees of the Company who satisfy minimum eligibility
requirements.

Chief Executive Officer Compensation (Mr. Peckham)

Clarence W. Peckham was appointed to the position of Chief Executive Officer effective April 17, 2003,
succeeding Christopher J. Amenson, who assumed the position of Executive Chairman effective that same date.
Effective July 1, 2004, Mr. Peckham’s annual base salary was increased to $325,000. Owing to his short tenure in
the position of Chief Executive Officer, the MDCC recommended a grant of stock options for 50,000 shares of SBS
common stock, vesting equally over three years based on continuous employment through those dates, which was
accepted by the Board of Directors.
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Due to the institution of the Executive Incentive Plan in July 2006, he will be eligible to receive additional
cash incentive compensation dependent on the achievement of certain financial goals. In addition, dependent on
longer term financial measures, in line with the Company’s internal three-year strategic goals, Mr. Peckham has the
possibility of additional cash compensation and a restricted stock grant of 16,147 shares of SBS common stock. No
cash incentive compensation was paid to him during the fiscal year ended June 30, 2003.

Mr. Peckham’s level of compensation is consistent with that of similar positions at companies of similar size
and revenue in the electronics and other relevant industries, and approaches market competitiveness with a view of
helping ensure high quality leadership at SBS.

Executive Chairman Compensation (Mr. Amenson)

. Christopher J. Amenson was appointed Chief Executive Officer in April 2002, and held that position until
April 2003, when he assumed the position of Executive Chairman. Under Mr. Amenson’s current employment
agreement executed on Apnl 11, 2005, Mr. Amenson receives a current base annual salary of $150,000. Mr.
Amenson’s level of compensation is consistent with his duties assigned by the Board of Directors and Mr.
Amenson’s level of experience and expertise. No incentive compensation, in the form of stock options or cash, was
provided to him in fiscal 2005.

The MDCC will continue to recommend rewards for meeting financial performance goals and management
development leadership in the compensation programs it reviews and recommends to the Board of Directors.

Management Development and Compensation Commiittee

Richard Szafranski, Chairman
Lawrence A. Bennigson

Peter D. Fenner

Alan F. White

REPORT OF THE CORPORATE GOVERNANCE AND NOMINATING COMMITTEE

The Corporate Governance and Nominating Committee (the Committee) is a standing committee of the Board
of Directors of SBS and is created by the Bylaws of SBS. The Committee is comprised entirely of Independent
Directors.

The Committee reviewed and approved the Corporate Governance section of this Proxy Statement. All
Director nominations contained in this Proxy Statement have been performed in accordance with the director
nomination process described in this Proxy Statement.

Corporate Governance and Nominating Committee

Warren W. Andrews, Chairman
Harold E. Kennedy

Richard Szafranski

Alan F. White
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FIVE YEAR PERFORMANCE COMPARISON
How Did SBS Common Stock Perform During the Fiscal Year?

The graph below provides a comparison of SBS’ cumulative total shareholder return with performances of the
NASDAQ Stock Market (U.S.) Index and the NASDAQ Computer Manufacturer Index as a Peer Group. The
following graph assumes the investment of $100 on June 30, 2000 in SBS common stock. The NASDAQ Computer
Manufacturer Index’s and the NASDAQ Stock Market (U.S.) Index’s returns assume reinvestment of stock and cash
dividends.

120
100
80
60
40
20
2000 2001 2002 2003 2004 2008
—4— SBS Technologies, Inc.
~Z— NASDAQ Stock Market (U.S.)
~- NASDAQ Computer Manufacturer
June 30, June 30, June30, June30, June30, June30,
Fiscal year ended: 2000 2001 2002 2003 2004 2005
SBS Technologies, Inc. 100 102.44 66.32 53.01 87.01 50.25
NASDAQ Stock Market (U.S.) 100 54.29 36.99 41.07 51.76 52.32
NASDAQ Computer Manufacturer 100 40.53 26.48 30.41 35.38 40.27

e $100 invested on June 30, 2000 in stock or index — including reinvestment of dividends.

ANNUAL REPORT

The Annual Report to Shareholders concerning the operations of SBS for fiscal year ended June 30, 2005,
including the financial statements for that year, has been enclosed with this Proxy Statement.
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PRrOPOSALS TO BE VOTED UPON

PROXY ITEM NO. 1 — ELECTION OF DIRECTORS

SBS’ Bylaws provide for a Board of Directors composed of a minimum of one but not more than nine
Directors, all of whom are elected annually. The Board of Directors determines on an annual basis the number of
pominees to be recommended to the Shareholders for election to the Board which, for this year, is seven. The
following persons have consented to be nominated and, if elected, to serve as Directors of SBS.

1. Warren W. Andrews 5. Clarence W. Peckham
2. Lawrence A. Bennigson 6. Richard Szafranski

3. Peter D. Fenner 7. Alan F. White

4. Harold E. Kennedy

The Board of Directors recommends that you vote “FOR” the election of each named nominee.

PROXY ITEM NO. 2 — RATIFICATION OF SELECTION OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Directors have selected KPMG LLP as SBS’ independent registered public accountants for the fiscal year
ending June 30, 2006. KPMG LLP has no direct interest in SBS and has had no such interest during the past fiscal
year. Representatives of KPMG LLP will be present at the Annual Meeting of Shareholders, will be given the
opportunity to make a statement if they so wish, and will be available to respond to appropriate questions.

The Board of Directors recommends that you vote “FOR?” the ratification of their selection of KPMG LLP as
independent registered public accountants of SBS.
OTHER MATTERS

The Board of Directors is not aware of any other matters that are to be presented at the meeting. However, if
any other matters should properly come before the meeting, the Proxies will vote on those matters in accordance

with their judgment.

The above Proxy Statement and Notice of Annual Meeting of Shareholders is sent by order of the Board of

Directors.

Bruce E. Castle
Secretary
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APPENDIX A

SBS Technologies, Inc.
Audit Committee

CHARTER
Revised January 26, 2005

Status

The Audit Committee is a committee of the Board of Directors.

Membership

The Audit Committee shall consist of three or more directors elected by the Board of Directors at the
recommendation of the Corporate Governance and Nominating Committee, each of whom in the judgment of the
Board of Directors shall be independent in accordance with the requirements of the Securities and Exchange
Commission (“SEC”) and listing standards for The NASDAQ Stock Market, Inc. (“NASDAQ”). Each member shall in
the judgment of the Board of Directors have the ability to read and understand fundamental financial statements,
including a company’s balance sheet, income statement and cash flow statement.

At least one member of the Audit Committee shall in the judgment of the Board of Directors be an audit committee
financial expert in accordance with the requirements of the SEC and at least one member (who may also serve as the
audit committee financial expert) shall in the judgment of the Board of Directors have past employment experience
in finance or accounting, requisite professional certification in accounting, or any other comparable experience or
background which results in the individual’s financial sophistication, including being or having been a chief
executive officer, chief financial officer or other senior officer with financial oversight responsibilities in accordance
with Nasdaq listing standards.

Purpose

The Audit Committee shall oversee the accounting and financial reporting processes and the integrated audit of the
consolidated financial statements and an audit of internal control over financial reporting of the Company, including
(a) the integrity of the Company’s financial statements, (b) the Company’s compliance with legal and regulatory
requirements, (c) the qualifications and independence of the independent auditor, (d) the performance of the
independent auditor, and (e) the Company’s systems of disclosure controls and procedures, and compliance with
ethical standards adopted by the Company. The Audit Committee shall serve as the sole authority to which the
independent auditor is accountable, and have the sole authority and responsibility for the appointment (subject to
approval by the Company’s stockholders), compensation, retention and oversight of the work of the independent
auditor, including any non-audit relationship with the independent auditor.

Responsibilities

1. Select and retain, and terminate when appropriate, the independent auditor, set the independent
auditor’s compensation, and pre-approve all audit services to be provided by the independent auditor.

2. Pre-approve all permitted non-audit services to be performed by the independent auditor and establish
policies and procedures for the engagement of the independent auditor to provide permitted non-audit
services.

3. At least annually, review and evaluate the experience and qualifications of the lead partner and other
senior members of the independent auditor team and determine that all partner rotation requirements,
as promulgated by applicable rules and regulations, have been met

4. At least annually, receive and review: (a) a report by the independent auditor describing the
independent auditor’s internal quality-control procedures and any material issues raised by the most
recent internal quality-control review, or peer review, of the independent auditing firm, or by any
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10.

11.

12.

inquiry or investigation by governmental or professional authorities, within the preceding five years,
respecting one or more independent audits carried out by the firm, and any steps taken to deal with any
such issues; and (b) other required reports from the independent auditor.

At least annually, (a) consider the independence of the independent auditor, including whether the
provision by the independent auditor of permitted non-audit services is compatible with independence,
{b) obtain and review a formal written statement from the independent auditor delineating all
relationships between the auditor and the Company consistent with Independence Standards Board
Standard 1, (¢) actively engage in a dialogue with the independent auditor with respect to any disclosed
relationships or services that may impact the objectivity and independence of the auditor, and (d) take,
or recommend that the Board of Directors take, appropriate action to oversee the independence of the
independent auditor.

Review with the independent auditor in connection with its audit: (a) the independent auditor’s audit
plan, (b) the scope and results of the audit; (c) any problems or difficulties that the independent auditor
encountered in the course of the audit work, and management’s response; and (d) any questions,
comments or suggestions the independent auditor may have relating to internal control over financial
reporting, and accounting practices and procedures, of the Company.

Review with the independent auditor and management: (a) the adequacy and effectiveness of the
Company’s accounting practices, disclosure controls and procedures (and management reports
thereon), and internal control over financial reporting, including:

» any significant deficiencies or material weaknesses and significant changes in internal control
over financial reporting reported by the independent auditor or management,

» the suitability of the control framework on which management’s evaluation is based,

» any fraud, whether or not material, that involves management or other employees who have a
significant role in the Company’s internal control over financial reporting.

Review with management and the independent auditor the annual financial statements of the Company
included in the Company’s Form 10-K, as well as information outside of the financial statements
including: (a) the Company’s disclosures under "Management’s Discussion and Analysis of Financial
Condition and Results of Operations"”; (b) all critical accounting policies and practices; (c) all
alternative treatments of financial information within generally accepted accounting principles that
have been discussed between the independent auditor and management, ramifications of the use of
such alternative disclosures and treatments, and the treatment preferred by the independent auditor; (c)
any material changes in accounting principles or practices used in preparing the financial statements
prior to the filing of a report on Form 10-K with the SEC; (d) the items required by Statement of
Auditing Standards No. 61 as in effect at that time; (e) all reports on internal control over financial
reporting; and (f) other material written communications between the independent auditor and
management, including but not limited to the management letter and schedule of unadjusted
differences.

Review quarterly earnings press releases and attached financial statements prior to being released to
the public, as well as Company policies with respect to earnings press releases, financial information
and earnings guidance provided to analysts and rating agencies.

Review all other relevant reports or financial information submitted by the Company to any
governmental body, including management certifications as required by the Sarbanes-Oxley Act of
2002 and relevant reports rendered by the independent auditor (or summaries thereof).

Discuss Company policies with respect to risk assessment and risk management, and review contingent
liabilities and risks that may be material to the Company and major legislative and regulatory
developments which could materially impact the Company’s contingent liabilities and risks.

Review: (a) the status of compliance with laws, regulations, and internal policies and procedures,
including management conflicts of interest, corporate securities trading and adherence to the
Company’s Code of Ethics; and (b) the scope and status of systems designed to promote Company
compliance with laws, regulations and internal policies and procedures.
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13. Review and approve all related-party transactions, defined as those transactions required to be
disclosed under Item 404 of Regulation S-K.

14. Establish procedures for the receipt, retention and treatment of complaints received by the Company
regarding accounting, internal accounting controls, or auditing matters, and the confidential and
anonymous submission by employees of complaints regarding the Company’s accounting, internal
control and auditing matters.

15. Establish policies for the hiring of employees and former employees of the independent auditor.

16. Obtain the advice and assistance, as appropriate, of independent counsel and other advisors as
necessary to fulfill the responsibilities of the Audit Committee, and conduct investigations, with or
without the assistance of such counsel or advisors, appropriate to fulfilling the Audit Committee’s
responsibilities.

17. Provide on behalf of the Company appropriate funding for (a) compensation to any registered public
accounting firm, including the independent auditor, providing services to the Company, (b)
compensation to any independent counsel or other advisors retained under paragraph 16 above, and (c)
necessary or appropriate ordinary administrative expenses of the Audit Committee in carrying out its
duties.

18. Conduct an annual performance evaluation of the Audit Committee and annually evaluate the
adequacy of its charter.

19. Perform any other activities consistent with this Charter, the Company’s Bylaws and governing law as
the Committee or the Board deems necessary or appropriate.

20. When appropriate, designate one or more of its members to perform certain of the Committee’s duties
on its behalf, subject to such reporting to and ratification by the Committee as the Committee shall
direct.

Meetings

The Audit Committee shall meet at least five times per year and more frequently as circumstances require. The
Audit Committee shall periodically meet separately in executive session, with management and the independent
auditor, and with the independent auditor without management present. The Audit Committee shall report regularly
to the Board of Directors.

Unless a Chairman is elected by the full Board of Directors, the members may designate a Chairman by majority
vote of the full membership of the Audit Committee. A majority of the entire Audit Committee shall constitute a
quorum for the transaction of business. The action of a majority of the members present at a meeting at which a
quorum is present shall be the action of the Audit Committee. Any action required or permitted to be taken at a
meeting of the Audit Committee may be taken without a meeting by the unanimous written consent of all members
of the Audit Committee. The Audit Committee may establish such other rules of procedure for its business as it
deems desirable.

Report

The Audit Committee shall prepare a report to include in the Company’s annual Form 10-K and/or proxy statement.

32




APPENDIX B

SBS Technologies, Inc.
Corporate Governance and Nominating Committee

CHARTER

STATEMENT OF PURPOSE

The Corporate Governance and Nominating Committee (“Committee”) is a standing committee of the Board of
Directors {the “Board”) of SBS Technologies, Inc. (the “Company™), consisting of not fewer than three independent
directors. The Committee shall have the responsibility to make recommendations to the Board with respect to
nominees to be designated by the Board for election as directors and officers, the effectiveness, structure, size and
composition of the Board, including committee assignments, and to monitor corporate governance standards of the
Company.

The Committee will periodically review its charter and recommend appropriate changes to the Board. The
Committee may retain independent consultants, as appropriate, and take such other actions as may be necessary to
achieve the following duties and responsibilities:

DUTIES AND RESPONSIBILITIES

1. Develop candidate criteria for Board membership, including at least one “financial expert” pursuant
to SEC guidelines.

2. Recommend to the Board nominees for election to the Board.

3. Recommend to the Board nominees for election as officers of the Company.

4. Recommend to the Board the composition and organization of the Board, including committee
assignments.

S. Recommend to the Board the optimal size of the Board.

6. Review Board policies and practices that influence the effectiveness of the Board, including conflicts
of interest.

7. Recommend development programs and activities for Board members and oversee orientation of

new Board members.

8. Recommend criteria to be applied in determining whether directors should continue in office, and
periodically review the performance of directors.

9. Periodically review Company policies and procedures with respect to corporate governance
standards, including the nature, timeliness and adequacy of information supplied to directors
regarding Company activities, industry trends and public policy developments.

10. Recommend Board stock ownership guidelines.

Dated: March 15, 2004
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APPENDIX C

SBS Technologies, Inc.
Management Development and Compensation Committee

CHARTER

The Management Development and Compensation Committee of the Board of Directors is comprised entirely of

outside Directors. Members are not eligible to participate in the officer and employee compensation programs they

oversee. The responsibility of the Management Development and Compensation Committee is to:

o review the CEO’s policies and procedures designed to attract, develop and retain key managers and executives
critical to the success of SBS and to align executive compensation with shareholder interests, and to make
related recommendations to the Board of Directors,

e provide guidance and overview of all management development, executive salary, incentive and benefit
programs,

e evaluate the performance of the Chief Executive Officer and to recommend Chief Executive Officer
compensation to the full Board, and

o meet annually with the Chief Executive Officer to review management development programs and activities,
and succession planning.

While the administration of management development and compensation is the responsibility of SBS management,
the review and approval of the Management Development and Compensation Committee is required for:

s overall executive (individuals which lead businesses or functional responsibilities) compensation, philosophy
and policy, '

e incentive programs,
e executive benefit and perquisite programs,

¢ stock and stock option awards and their terms to be awarded to officers subject to Section 16(b) of the
Securities Exchange Act of 1934, and

e Board member compensation and any other compensation issues as may be directed to it.

Dated: February 7, 2003
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FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements with respect to the financial condition, results of operations and business of
SBS Technologies, Inc. and subsidiaries (referred to variously as “SBS,” the “Company,” “we,” “us” and “our”). You may find
many of these statements by looking for words like “intends,” “expects,” “projects,” “believes,” “anticipates” or similar

expressions in this Form 10-K. These forward-looking statements include:
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s  statements regarding future events and the future financial performance of SBS;

e  expected sales and gross margin levels for the fiscal year ending June 30, 2006;

e expected sales levels for the quarter ending September 30, 2005;

e the expectation of internally-generated cash flows;

¢ the continued health of the end markets we serve;

e the expectation that orders for military systems will increase as we progress through fiscal year 2006;

e the expectation of revenues from AdvancedMC™ products to begin to ramp up during the later part of fiscal year 2006;

o the expectation of sales to Ericsson to continue during fiscal year 2006 at approximately the same dollar level as in fiscal
year 2005,

e the expectation that we will continue to grow through strategic acquisitions;

¢ statements that we expect a majority of our sales for any fiscal year to be based on orders received and booked during that
fiscal year;
e statements that our infrastructure as of June 30, 2005 is in place for leveraged growth;

e statements that consolidation within the communications, capital equipment and defense industries will continue to result in
increased competition and increased pricing pressure across our product lines; and

e new product and business development efforts.

These statements are based upon certain assumptions and assessments made by SBS in light of our experience and our perception
of historical trends, current conditions, expected future developments and other factors we believe to be appropriate. These
assumptions and assessments include the volume and product mix of sales, estimates of costs and inventory and receivable levels
based on preliminary information, and other items.

The forward-looking statements included in this document are subject to a number of risks, uncertainties, and other factors.
Among these factors are: :

* business and economic conditions generally affecting our customers and their end customers, including but not limited to the
changes in size and program priorities of military procurement budgets, which may be less favorable than we expect,
resulting in lower sales and earnings;

e ahigh degree of uncertainty and rapid change in the markets addressed by our products that could reduce sales or render
certain SBS products obsolete, resulting in reduced gross profit levels;

e customer demand for and acceptance of our products, which may be less than we expect, affecting both sales and margins;

e our ability to design, test and introduce new products on a timely basis, which, if we are not able, may decrease both sales
and margins; .

¢ the other risk factors listed under “Risk Factors” included elsewhere in this Form 10-K.
Because forward-looking statements are subject to risks and uncertainties, actual results may differ materially from those

expressed or implied by them. SBS cautions you not to place undue reliance on these statements, which speak only as of the date
of this Form 10-K.

SBS does not undertake any obligation to update publicly or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.



PART1
Item 1. Business
- Introduction

We design and build open-architecture embedded computer products that enable original equipment manufacturers (OEMs) to
serve the government, commercial, and communications end markets. Embedded computer products are put inside or made part of
larger systems to process information, control machines, move computer data between machines, and interact with people. The
companies that use our products manufacture very sophisticated, expensive devices, such as MRI machines, flight simulators,
wireless networks, fighter jets and industrial robots.

The SBS product line is strategically focused on embedded computing, and we serve virtually all parts of the market. We currently list
more than 550 products in the product section of our website, www.sbs.com. We offer components like input/output (I/O) modules,
bus adapters, carrier cards, system enclosures, FPGA boards and single board computers, as well as network switches, blades and fully
integrated systems. Many of these products are available in ruggedized versions, which can operate in conditions of extreme
temperature, vibration, shock and humidity.

We serve a broad range of customers. We help our customers get to market faster, more reliably and more economically, by
providing a wide range of standard and customized embedded computer products. Our products have application in diverse
industries, including space and aviation, telecommunications, military and government, transportation, robotics, networking,
broadcasting, wireless communications and medical imaging.

The embedded computer industry is highly competitive and fragmented. The size of the total embedded computer market has been
estimated to be approximately $4 billion for board-level products, exclusive of complete embedded computer systems. This
market is addressed by many competitors. No single competitor holds a dominant position in the embedded computer market.

We have grown because we understand our role in the embedded computing process: we make components which are part of
larger, more complicated devices. As embedded computer applications expand, we broaden our product line to meet our
customers’ needs and to attract new customers. We invest in technology and customer service so that we can grow with our
customers.

We have grown organically and through strategic acquisitions, acquiring companies that supplement our core competencies — a
pattern we expect to continue. Our organic growth is driven by adding new products, improving existing products through our
research and development program, and attracting new customers with our products and service. We have completed eleven
acquisitions since 1992 that broadened our product offerings and our customer base.

SBS Technologies, Inc. was incorporated in New Mexico in November 1986 and began operations in September 1987. Our
executive office is located at 7401 Snaproll NE, Albuquerque, New Mexico, 87109, telephone number (505) 875-0600. As of
June 30, 2005, SBS Technologies, Inc. had five direct subsidiaries: SBS Technologies, Inc., Commercial Group (“SBS
Commercial”), SBS Technologies, Inc., Government Group (“SBS Government™), SBS Technologies, Inc., Communications and
Enterprise Group, SBS Technologies, Inc. Foreign Holding Company (“Foreign Holding™), and SBS Technologies, Inc., German
Holdings, LLC (“German Holdings™). In July 2002, the Avionics Products division of SBS was combined with SBS Government.
In September 2002, SBS Technologies, Inc., Industrial Computers, and SDL Communications, Inc., both of which were formerly
subsidiaries of SBS Technologies, Inc., merged into SBS Technologies, Inc., Communications Products, a subsidiary of SBS
Technologies, Inc., at which time its name was changed to SBS Technologies, Inc., Communications and Enterprise Group.

As of August 2005, SBS Technologies, Inc. now has four direct subsidiaries as a result of the merger of SBS Technologies, Inc.,
Communications and Enterprise Group into SBS Commercial, with SBS Commercial as the surviving corporation, at which time
its name was changed to SBS Technologies, Inc., Communications and Enterprise Group (“SBS Communications™).

In April 2003, German Holdings acquired all of the shares of SBS Technologies Holding GmbH (“Holding GmbH”), formerly a
subsidiary of Foreign Holding, and all of the shares of SBS or Computers Verwaltungs GmbH (“Verwaltungs”), formerly a
subsidiary of Holding GmbH. Later in April 2003, Holding GmbH was merged into SBS Technologies, GmbH & Co. KG
(“KG”), formerly a:subsidiary of Holding GmbH. As a result of the merger, ortec Electronic Assembly GmbH (“ortec™), formerly
a wholly-owned subsidiary of Holding GmbH, is a wholly-owned subsidiary of KG. KG and Verwaltungs are subsidiaries of
German Holdings. KG is a partnership between German Holdings as sole limited partner and Verwaltungs as sole general partner.
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SBS Technologies (Canada), Inc. (“SBS Canada”) is a subsidiary of Foreign Holding. Effective June 30, 2003, SBS Canada
acquired all of the shares of Avvida Holdings Corp. (“Avvida Holdings”). At that time, Avvida Systems Inc. (“Avvida Systems™)
was a subsidiary of Avvida Holdings. In July 2003, both Avvida Systems and Avvida Holdings were amalgamated under
Canadian law into SBS Canada. SBS Technologies Finance LP, a limited partnership, is owned 99% by Foreign Holding as sole
general partner, and 1% by SBS Technologies, Inc. as sole limited partner.

SBS Technologies (Shenzhen) Limited, a subsidiary of Foreign Holding, was formed in June 2004.

A chart of our corporate structure follows:

SBS Technologies, Inc.

(NM Corp)
SBS SBS SBS SBS
Technologlies, .Inc., Technologies, Inc. Technologies, Inc., Technologies, Inc.,
Communications Foreign Holding Government Gerr.nan
and Enterprise Company Group Holdings,
Group (NV Corp) (NM Corp) Lrc
(MN Corp) (DE LLO)

i | [ - 1

SBS Technologies,
SBS Technologies, SBS SBS or GmbH & Co. KG
Finance LP ~ Technologies . SBS Computers (Germany KG)
{Alberta Ltd Partnership) (Canada) Iné Technologies Verwaltungs 99% owned by
99% owned by 2 (Shenzhen) GmbH German Holdings LLC
Foreign Holding Company (Ontario, Limited (Germany) 1% owned by
1% owned by Canada (China) Verwaltungs
SBS Technologies, Inc. Corp) L
ortec Electronic
Assembly GmbH
(Germany)

SBS Technologies® is a registered trademark of SBS. All other trademarks or trade names referred to in this document are the
property of their respective owners.

Corporate Governance

We strive to achieve excellence and integrity in all of our business practices, including corporate governance, oversight,
accountability and transparency. We believe we have incorporated best practices in our governance, including those required by
the Sarbanes-Oxley Act of 2002 and The NASDAQ Stock Market®. The following are several examples of corporate governance
initiatives implemented by the Company, many dating several years before the passage of the Sarbanes-Oxley Act:

e The Company’s Board of Directors is comprised of eight members, six of whom' are independent from management
(“Independent Directors”). The Board has consisted of a majority of Independent Directors since 1992.

o  The Board has three standing committees: the Audit Committee, the Corporate Governance and Nominating Committee, and
the Management Development and Compensation Committee. Each Committee has a written charter, available for review in
the Corporate Governance section of our website at www.sbs.com/ir, and membership on all Board Committees is limited to
the Independent Directors.




e At each regularly scheduled meeting of the Board of Directors, a meeting of the Independent Directors is held without any
company officer or Employee Director participation. The Independent Directors’ meeting is chaired by the Board’s Lead
Director, who is an Independent Director. These meetings have been conducted since 1998.

e The Company has an Internal Financial and Disclosure Controls Committee, whose primary duties are to establish, evaluate
and maintain systems of internal control regarding financial information of the Company and disclosures required by
applicable laws to ensure (a) accuracy, completeness, reliability and timeliness of financial and other reports, (b) effectiveness
and efficiency of operations, and (c) compliance with applicable laws and regulations. That committee’s charter is available in
the Corporate Governance section of our website at www.sbs.com/ir.

e The Company has disseminated to all of its employees a Financial Complaint Procedures Policy, available for review in the
Corporate Governance section of our website at www.sbs.com/ir, to enable the anonymous reporting of any potential financial
wrongdoing within the Company.

e The Company has adopted a Code of Ethics, available for review in the Corporate Governance section of our website at
www.sbs.com/ir, binding upon all directors and employees of the Company, designed to deter wrongdoing and promote
honest and ethical conduct, full, fair, accurate and timely public disclosures, compliance with all governmental requirements,
prompt internal reporting of violations of the Code of Ethics, and accountability for adherence to the Code of Ethics. We will
disclose on our website waivers granted to the company’s principal executive officer, principal financial officer, principal
accounting officer, or persons performing similar functions, or amendments to, the Code of Ethics.

e The Board of Directors has adopted a Statement on Corporate Governance, available for review in the Corporate Governance
section of our website at www.sbs.com/ir, which contains corporate governance standards applicable to the Board, including
Board functions, structure and operations of the Board and its Committees, and shareholder meetings.

¢ The Company has adopted a policy requiring the use of trading plans that comply with the requirements of Securities and
Exchange Commission Rule 10b5-1 for any sales or donations of SBS securities (stock or options) by all Directors and
executive officers outside of the Company’s 401(k) individual account plan. These Rule 10bS-1 plans are written, binding
contracts governing the terms of future sales or donations of SBS securities and must be approved in advance by the General
Counsel. The policy is designed, among other purposes, to prevent inadvertent violations of insider trading laws and to avoid
the appearance of impropriety by Directors and executive officers.

e Thereports we file with the U.S. Securities and Exchange Commission on a current, quarterly and annual basis are available
free of charge, as soon as practicable after they are filed, on our website at www.sbs.com.

The following narrative should be read in conjunction with the Section entitled “Risk Factors.”
SBS'’ Operating Segments

We operate worldwide based on geographic markets through two operating segments: the Americas Group and the Europe Group.
These segments enable management to focus on regional market development, alignment of sales channels with customers’
product needs, and enhancement of customer service and satisfaction. Each segment has management who report directly to our
Chief Executive Officer and its own sales and distribution channels. The Americas Group consists of our operations based in the
United States, Canada, and Shenzhen, China. This includes the sales, engineering and test activities in Albuquerque, New Mexico,
Mansfield, Massachusetts, Newark, California, Raleigh, North Carolina, St. Paul, Minnesota, and Waterloo, Ontario, Canada; the
manufacturing and assembly operations located in St. Paul, Minnesota, and Albuquerque, New Mexico; and the sales and technical
support activities located in Shenzhen, China. The Europe Group consists of our operations based in Germany, which include the
sales, engineering, test, assembly, and manufacturing activities located in Augsburg and Mindelheim, Germany.



For fiscal years 2005, 2004, and 2003, sales to external customers by operating segment were as listed below.

'SALES BY SEGMENT
(dollars in thousands)

L June 30, % of June 30, % of June 30, % of

2005 total 2004 total 2003 total
Fiscal years ended:
Americas Group............... $ 96,384 63% § 97,066 73% $ 94,268 82%
Europe Group.......cccee.. 56,053 37% 36,808 27% 21,253 18%

Total....ccooeneenn e $ 152,437 100% $ 133,874 100% $ 115521 100%

Selected financial data attributable to operating segments, including geographic and major customer data, for fiscal years 20035,
2004, and 2003 is set forth in Notes 13 and 14 to the consolidated financial statements and is included in Item 8 of this report on
Form 10-K. '

Order Backlog

As of August 1, 2005, our order backlog expected to be filled within the fiscal year ending June 30, 2006 for the Americas Group
and Europe Group was approximately $29.5 million and $12.1 million, respectively. Our order backlog represents customer
orders that have been contracted for future delivery. Historically, a majority of our sales for each fiscal year is booked during that
fiscal year, and we expect this to continue. As of September 1, 2004, our order backlog expected to be filled in fiscal 2005 for the
Americas Group and Europe Group, was approximately $28.0 million and $14.2 million, respectively. We have experienced order
cancellations and requests for extensions of product shipments in the past and may continue to experience these cancellations and
extensions in the future. As a result, shipments of current backlog may be delayed or canceled.

SBS’ Products

Both the Americas Group and the Europe Group sell our complete portfolio of embedded computer products into the government,
commercial and communications end markets. Our product line is strategically focused on open standards embedded computing,

-and we serve most parts of the embedded market. We produce more than 550 standard products which can be combined,
configured and customized in literally thousands of ways.

We offer individual components like input/output modules (I/O), bus adapters, carrier cards, and single board computers, plus
network switches, blades and fully integrated computer systems. Many of these products are available in ruggedized versions,
which can operate in conditions of extreme temperature, vibration, shock and humidity.

Within our diverse collection of product lines, we offer many different form factors, including PCI, CompactPCI®, PMC,
AdvancedMC, Processor PMC, and Industry Packs. We support our products with software in multiple operating systems. Our
wide selection of single board computers enables a system designer to choose between multiple processor types, speeds, form
factors, memory configurations, /O types and rugged build grades. Similarly, our Field Programmable Gate Array products
(FPGAs) allow designers to create custom processors by programming the hardware to execute their particular application.

Our I/O products greatly expand the capabilities of our Single Board Computers by adding additional networking capabilities, by
adding more processing power, by allowing incompatible systems to communicate, by providing network switching and
monitoring capabilities, or by adding more powerful graphic processing power. Our I/O technologies include industry design
standards such as SCSI, iSCSI, IEEE 1394 (Firewire), Ethernet, InfiniBand®, MIL-STD-1553, Fibre Channel, and telecom
standards such as T1/E1/J1, HSSI, T3/E3, OC-3/STM-1 including HDLC, ATM, SONET, Frame Relay, TDM and IP.

We offer a broad line of AdvancedMC modules to meet the needs of AdvancedTCA® and proprietary communications systems.
This new open standard is a fandamental building block of the next generation of telecommunication systems. SBS provides
WAN, LAN, storage, processor, video, and chassis products in our AdvancedMC family.

In addition to producing board-level embedded computer products, SBS produces finished computer systems. This process
includes designing and building the “boxes” the computers are housed in, installing the single board computers and /O modules,
and testing and certifying the entire system.




Our line of Advanced Vehicle Computers provides a flexible and rugged computing platform that can readily be configured to
meet the needs of a variety of mission critical applications. Using open systems architecture, these systems can be quickly
developed and offer the economic advantages of being built from commercial off-the-shelf (COTS) components and allowing for
future technology upgrades.

We also provide with our hardware products the software tools that are necessary to integrate our products into the overall design.
This includes drivers, driver development kits, board support packages, protocol stack and specialized tools for specific markets.

In February 2003, the European Union (EU) issued a directive regarding the Restriction on the use of certain Hazardous
Substances in electrical and electronic equipment (RoHS). The RoHS directive requires producers of electrical and electronic
equipment to eliminate the use of six environmentally sensitive substances; including lead, in products sold in the EU beginning
July 1, 2006. We are taking steps to comply with the RoHS directive.

Customers and Applications

Our broad range ofiproducts is used by a diverse OEM customer base serving the government, commercial and communications
end markets. Our products are used in a variety of applications in many industries, including space and aviation,
telecommunications; military and government, transportation, robotics, networking, broadcasting, wireless communications and
medical imaging.

In fiscal year 2005, two customers, Ericsson, a customer of the Europe Group, and Applied Materials, a customer of the Americas
Group, represented 16% and 9%, respectively of our total sales. In fiscal year 2004, Applied Materials, a customer of the
Americas Group, represented 10% of our total sales and Ericsson, a customer of the Europe Group, represented 8% of total sales.
In either year, no other customer equaled or exceeded 5% of total sales. In fiscal year 2003, Applied Materials, a customer of the
Americas Group, represented 6% of total sales and no other customer equaled or exceeded 5% of total sales. For fiscal year 2006,
based on our forecasts, we expect sales to Ericsson to continue at approximately the same dollar sales level and sales to Applied
Materials to decline, each as compared to fiscal year 2003.

OEMs serving the communications market use our products in applications such as wireless base station controllers, optical
switches, routers and network monitoring, and security applications. OEMs serving the commercial market use our products
primarily to build products that are used in semiconductor manufacturing, industrial automation, medical imaging, and
entertainment applications. Examples of these applications include semiconductor manufacturing equipment, CT scan and MRI
equipment, automotive manufacturing and test equipment, test and measurement equipment, industrial automation equipment,
commercial aircraft:flight simulators, and audio mixing and video authoring equipment.

OEMs serving the government market use our products in mission critical components in fighter aircraft and ground vehicles,
flight and ground simulation, electronic system test solutions, and data link and command and control applications. Examples of
these applications include systems and equipment for military aircraft, military ground vehicles, navy vessels, and space
exploration applications. In this market, we typically sell our products to prime or lower tier private cortractors of the
government. We sell our products to these customers on commercial terms, and therefore we are not subject to renegotiation of
prices or profits by a governmental entity. We are, however, subject to the risk of loss of business due to cancellation or
curtailment of the government program on which we are acting as a supplier.

We are experiencing a trend from many of our customers mandating shorter lead times between placing an order with us and the
shipment date. This often requires us to carry increased inventory of the particular product and its components.

Sales and Marketing

For all of fiscal year 2005, we marketed our products both domestically and internationally utilizing a combination of direct
employee sales personnel, independent manufacturers’ representatives, and distributors. Effective July 31, 2005, we terminated all
of our U.S.-based independent manufacturers’ representatives with the intent of using our direct sales force in the U.S. for all
domestic sales. As of August 1, 2005, we had 27 employees, who typically hold engineering degrees, in sales, marketing and
customer relations, and 35 distributors located outside the U.S. Within North America, our direct employee sales personnel are
deployed regionally throughout the U.S. and Canada as sales specialists in our traditional markets. Within Europe, as of August 1,
2005, we have direct employee sales personnel located in the United Kingdom, Sweden, France, Belgium, and Germany. Sales
into the Asian markets are primarily through distributors supported by our employees of SBS Technologies (Shenzhen) Limited.
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Domestically and internationally, the direct employee sales personnel are supported by field application engineers, who provide
pre-sale technical support to our customers, and business development personnel, who specialize in our traditional markets of
commercial, government and communications. We serve a diverse set of large and small customers. To gain access to this diverse
customer base, we use multiple selling channels. Domestically through July 31, 2003, the direct employee sales personnel
generally sold to larger OEM accounts, while manufacturers’ representatives sold to smaller accounts. After July 31, 2005, our
direct employee sales personnel handle all domestic sales. Internationally, our direct employee sales personnel sell to larger OEM
accounts, and independent distributors sell to smaller accounts. All quoting, pricing and final order acceptance for all sales are
controlled by the responsible product line manager. The independent distributors we utilize to sell our products in certain foreign
jurisdictions are SBS’ customers for those product sales. Thus, we bill and collect receivables from our foreign distributors and
the terms we provide to them are consistent with terms provided to OEMs.

We maintain our primary sales and support offices in Albuquerque, New Mexico; Newark, California; Raleigh, North Carolina;
Mansfield, Massachusetts; St. Paul, Minnesota; Waterloo, Ontario, Canada; Augsburg, Germany; and Shenzhen, China. Sales and
sales leads are generated through a range of activities, including direct sales calls, identification of participants in key defense and
government related programs, participation in numerous trade shows, direct mail catalogs, advertisements in leading trade
publications, and our web site.

Research and Development

We invest in research and development programs to develop new products in related markets and to integrate state of the art
technology into existing products. As of August 1, 2005, we had approximately 188 employees engaged in research and
development activities. Of these employees, 104 have technical degrees and 37 have advanced degrees. We seek to combine
special-purpose hardware, firmware and software in our products to provide our customers with the desired functionality. Our
research and development expense was $24.9 million, $20.6 million, and $18.1 million in fiscal year 2005, 2004, and 2003,
respectively, corresponding to 16.3%, 15.4%, and 15.6% of sales, respectively.

We have several trademarks and have one pending application. However, we have generally sought only limited patent protection
for our technology. Currently, we have six U.S. patents issued and two Canadian patents issued, expiring December 2013 through
October 2021. We primarily rely on trade secrets for protection of our intellectual property and believe that future financial
performance is much more dependent on the timely introduction of new products and technology and our customer relationships
than protection of our intellectual property.

With a product line of over 550 different products, a portion of our research and development efforts is focused on sustaining and
improving the existing products. In addition, we continue to develop new standard products for all of our markets, as well as
adding new technologies to our product line. For fiscal year 2005, we released forty-two new products to the marketplace. In our
single board computer and FPGA product line we introduced eight products. These products were two Intel® Pentium® M
processor cards, three PowerPC® processor cards and three FPGA based products. A majority of the solutions we provide to
customers include a processing element and currently the two most popular processor choices in the markets we serve are Intel
Pentium and PowerPC. In addition we have seen a growing demand for FPGA based processing solutions in the commercial and
government market

In fiscal year 2005, we expanded our I/O products by adding nineteen new products, including nine new digital /O cards for
military applications, two new Infiniband switched fabric cards, four new Ethernet switch products, a SCSI Ultra 320 PMC card, a
1394B CompactPCI card and two PCI Express expansion products. All of these I/O products were introduced to serve our key
markets. By providing a broad family of I/O solutions it helps us convince our customers that SBS can provide a complete
solution.

For our 1O products aligned with communications applications, we released ten new products, including eight new products for
the AdvancedMC product line. The AdvancedMC products are designed to capture business in the emerging advanced telecom
computer architecture market and represent a new product direction for SBS. In addition, in fiscal year 2005 we introduced a new
product line of systems for military applications. A total of three new products were released, which were a remote I/O system and
two flight/mission computers. These systems were designed to give our military customers the option of having commercial off
the shelf solutions for flight and mission computer applications.

We also released two FPGA software defined radio development systems. These development systems are designed to help our
customers quickly integrate our FPGA products into software defined radio applications.

7




During fiscal year 2005, we expanded our software support of real-time Linux®, UNIX and Microsoft® Windows® operating
systems by adding drivers and new board support packages to support our new single board computer, FPGA, System and I/O
products.

Suppliers

We use contract manufacturing to produce substantially all of our U.S.-built board-level products. We obtain parts from large
electronics parts suppliers and prmted circuit boards from printed circuit board manufacturers and provide these parts and boards
as kits to contract anufacturing companies that fabricate our products. Following manufacturing, our St. Paul, Minnesota, facility
performs test, packaging and initial support functions for our products. Over the past several years, we have begun complete
turnkey outsourcing to contract manufacturers, which includes test, packaging, and initial support functions for our products. .
Currently, complete turnkey outsourcing is a small portion of our total production, but we plan to continue this migration. During
fiscal year 2005, we subcontracted approximately 80% of our U.S.-built board-level assemblies to Micro Dynamics Corporation,
Montevideo, Minnesota.

Our German operation manufactures approximately 52% of its board-level products at its facility in Mindelheim, Germany, and
uses one contract manufacturer for substantially all of the remainder of its manufacturing, consisting primarily of OEM production
business and certain ruggedized and military applications.

Competition

The embedded computer industry is highly competitive and fragmented. The size of the total embedded computer market has been
estimated to be approximately $4 billion for board-level products, exclusive of complete embedded computer systems. This
market is addressed by many competitors. No single competitor holds a dominant position in the embedded computer market.

Our competitors differ depending on product type, company size, geographic market and application type. Consolidation within
the communications, capital equipment and defense industries has resulted in increased competition and has resulted in increased
pricing pressure across our product lines, particularly in the communications and commercial markets. We expect this to continue.
We believe we differentiate ourselves from our competition based on the following:

one of the broadest product lines in the industry,

many products based on our proprietary intellectual property,
product leadership in strategic technologies,

flexibility to adapt products to customer needs, and

pre- and post-sales support.

Our competition in each of our product lines is described below.

Our CPU product line competes against other suppliers of CPU boards based on PowerPC and Intel microprocessor technology,
including GE Fanuc Embedded Systems, Kontron AG, Motorola, Inc., Performance Technologies, Incorporated, RadiSys
Corporation, Artesyn Technolog1es Inc., and others. In the ruggedlzed computer board and system market pnmanly serving
military customers, our main competitors are Curtiss-Wright Corporation and Radstone Technologles PLC.

Our WAN I/0 products compete with other suppliers of similar products within the embedded computer market. They include
Interphase Corporation, Performance Technologies, Incorporated, and SBE, Inc. ‘

Our general purpose I/0 products are standards-based I/O modules for technologies such as Ethernet, Fibre Channel, and Serial.
Among our competitors for these products are Acromag, Inc., Curtiss-Wright Corporation, GE Fanuc Embedded Systems, and a
few small companies. Specialized products such as bus adapters and dataBLIZZARD have no direct competitors. Our InfiniBand
technology products compete with Infinicon Systems, Inc., and a number of small start-up companies serving that market.

Our AdvancedMC products compete with other suppliers with similar products. They include companies such as Kontron, AG,
Artesyn Technologies, Inc., and Interphase Corporation.

Our avionics interface products compete with those of companies such as Ballard Technologies, Inc., Condor Engineering, Inc.,
Data Devices Corporation, Excalibur Technologies Corporation, and Gesellschaft Fur Angewandte Informatik und Mikroelekemik
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SBS Canada designs FPGA computing products that apply FPGA technology to processing applications often associated with DSP
boards or single board computers. We compete with companies offering these technologies like Mercury Computer Systems, and
imaging companies such as Matrox Graphics Inc., as well as a few small companies with FPGA products such as Annapolis Micro
Systems, Inc.

Our systems and enclosure products compete with other suppliers of special purpose PC and CompactPCI platforms, enclosures
and turnkey systems, such as Motorola, Inc. and RadiSys Corporation in the commercial and communications market. In the
military systems market our systems compete with Curtiss-Wright Corporation, and Radstone PLC.

Please refer to “Risks Related to Our Business,” below, for further information.
Employees

As of August 1, 2003, we had approximately 516 employees at our nine locations: Albuquerque, New Mexico; Newark,
California; Raleigh, North Carolina; St. Paul, Minnesota;, Mansfield, Massachusetts; Waterloo, Ontario, Canada; Shenzhen, China;
and Augsburg and Mindelheim, Germany. Of these employees, 80 were in executive and administrative positions; 90 were in
sales, marketing and customer relations; 188 were in research and development; 152 were employed in support of ongoing
production, and 6 were employed on a part-time basis.

Risk Factors

Statements in this Report about the outlook for our business and markets, such as projections of future performance, statements of
management’s plans and objectives, and forecasts of market trends and other matters, are forward-looking statements that involve
risks and uncertainties. The Company’s actual results may differ materially from the results discussed in the forward-looking
statements. Factors that may cause such a difference, and may impact our future financial performance, include, but are not
limited to, those discussed below:

Risks Related to Our Business

Our period to period sales and operating results have fluctuated, and may continue to fluctuate significantly, which has caused,
and may continue to cause, volatility in the market price for our common stock. SBS has experienced fluctuations in its period
to period sales and operating results in the past, and management expects that fluctuations will occur in the future. Our sales, on
both an annual and a quarterly basis, can fluctuate as a result of a variety of factors, many of which are beyond our control and
which we may not be able to predict. These factors include:

the timing and volume of customer orders and delays;

success in achieving design wins in which our products are designed into those of our customers;

manufacturing delays;

delays in shipment due to component shortages;

cancellations of orders;

changes in the mix of products sold;

the rate of introduction of new products;

ability to maintain appropriate inventory levels;

excess or obsolete inventory and changes in valuation of inventory;

cyclicality or downturns in the markets served by our customers, including defense, communications and capital equipment

expenditures;-

e political, legal, regulatory and economic conditions and developments in the areas of the world in which we operate or into
which we might expand our operations;

e competition from new technologies and other companies;

e variations in sales channels, product costs and the mix of products sold; and

e economic disruptions due to terrorist activity or natural disasters.

Because fluctuations in operating results have happened in the past, and may continue to happen in the future, we believe that
comparisons of the results of our operations for preceding quarters and fiscal years are not necessarily meaningful, and that
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investors should not rely on the results for any one quarter or year as an indication of how SBS will perform in the future.
Investors should also understand that, if our sales or earnings for any quarter or year are less than the level expected by securities
analysts or the market in general, the market price for SBS’ common stock has been in the past, and may be in the future, subject
to an immediate and significant decline.

Our future sales may be limited if anticipated increases in U.S. defense spending do not occur or if defense spending in the U.S.
and other countries is reduced or not allocated in a way that benefits us. We derive a significant portion of our sales directly or
indirectly from the U.S. Department of Defense (DoD). The majority of our government sales are to contractors in U.S.
Government military programs for either new military systems or upgrades of existing military platforms. These sales may be
affected by changes in procurement policies, budget considerations, changing defense requirements, including those arising from
terrorist-related activities, and political developments. The influence of these factors, which are largely beyond our control, could
impact our financial position or results of operations.

The funding of U.S. Government military programs is subject to congressional appropriations. Although multiple year contracts
may be planned in connection with major procurements or upgrades, Congress generally appropriates funds on a fiscal year basis
even though a program may continue for several years. Consequently, programs are often only partially funded initially, and
additional funds are committed only as Congress makes further appropriations. The termination of funding for a Government
program would result in a loss of anticipated future revenues attributable to that program. That could have a negative impact on
our operations. In addition, the termination of a program or failure to commit funds to a prospective program or a program already
started could increase our overall costs of doing business.

The President’s budget for the DoD for fiscal year 2006 and beyond responds to increased needs for homeland security and
combating terrorism. This is evidenced by budget increases for operation readiness and personnel needs, as well as for both
procurement and research and development. This trend was reiterated in the Future Year Defense Plan (FYDP) submitted with the
President’s budget for fiscal year 2005. It projects sustained growth in both the procurement and research and development
budgets for the DoD through fiscal year 2006, and in the case of the procurement budgetary authority, through fiscal year 2009.
While there is no assurance that the increased DoD budget levels will be approved by Congress, the current U.S."defense budget
outlook appears to be one of modest growth. However, the level and sustainability of growth and the amount of the budget that
will ultimately be allocated to programs most closely aligned with our business, such as new m111tary systems and upgrades of
existing military platforms, is unknown, particularly in light of:

¢ current record U.S. government budget deficits, and
¢ increased expenditures on operations and maintenance arising from conflicts in Iraq, Afghanistan, and other locations, which
typically do not benefit our business.

In addition, non-U.S. defense budgets are constrained and in some cases have been declining in recent years. This has resulted in
consolidation in the European aerospace industry. This type of environment could reduce opportunities, and increase competition
and pricing pressure, for sales of SBS products into non-U.S. government markets.

A significant portion of our sales is to a small number of customers. Our sales could be harmed if our relationship with those
customers deteriovates, or if the end products marketed by those customers are net successful in the marketplace. In recent
years, a significant and growing proportion of our sales have been to a small number of customers. In fiscal year 2005, two
customers, Ericsson and Applied Materials, represented 16% and 9%, respectively of our total sales. For fiscal year 2006, we
expect sales to Applied Materials to decline and sales to Ericsson to continue at approximately the same dollar sales level, each as
compared to fiscal year 2005. Many of the significant opportunities we have targeted for growth are for high-volume
opportunities from a select number of customers. These opportunities, if successfil, may further concentrate our sales into a small
number of large customers. If our relationship with any of those customers deteriorates due to technical, operational, or other
reasons, or the customers determine that sourcing products from SBS is not in their economic best interest, our sales and earnings
could be reduced. Further, if any of those customers’ end products are unsuccessful in the marketplace, or in the case of military
programs, if the particular program is terminated or significantly curtailed, our sales and earnings will be reduced.

We often incur substantial expense and development time well in advance of sales, requiring accurate gauging of future market
demand, industry standards and technoelogies. Our business depends upon continually introducing new and enhanced products
and solutions for business needs. Most of our products are developed to meet industry standards that define the basis of
compatibility in operation and communication of a system supported by different vendors. Those standards constantly change, and
new competing standards emerge. The development or adaptation of products and technologies requires us to commit financial
resources, personnel and time significantly in advance of sales. In order to compete, our decisions with respect to those
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commitments must accurately anticipate, sometimes two years or more in advance, both future demand and the technologies that
will win market acceptance to meet that demand. Our customers typically require several months to test and evaluate our products
before designing their products to incorporate our components. Once our customers have decided to use our components, it may
take up to 18 months or longer to begin volume production of products incorporating these components. Because of this lengthy
sales cycle, we may experience delays from the time we increase our operating expenses and our investments in inventory until the
time that we generate sales from these components. We may never generate sales from components after incurring development
expenses if our customers decide not to purchase them.

We have invested heavily in the communications market in introducing and marketing new AdvancedMC products intended for
use with the AdvancedTCA and MicroTCA™ standards. Although we project wide usage of those two new standards in the future
in telecommunication systems, neither standard has yet been implemented in the telecommunications marketplace, and the
MicroTCA standard is not yet even finalized. Our investment will not benefit us if the AdvancedTCA and MicroTCA standards
are not widely accepted in the foreseeable future. Our investment in InfiniBand technology products is another example of an
investment in an emerging technology that may not result in the rate of acceptance we anticipate. Our sales could significantly
decrease, and our products could become obsolete, if we fail to adapt timely to changing industry standards, advances in
technology, or customer preferences.

We face political, economic and regulatory risks associated with our international sales and operations not faced by businesses
operating only in the United States. We sell our products in countries throughout the world from our United States, Canadian and
German based operations. We intend to continue to expand our operations and sales outside the United States. Consistent with that
policy, we opened our sales support and customer support office in Shenzhen, China in June 2004. Our international operations
and sales subject the Company to risks not experienced by companies operating only in the United States, including:

o changes in regulatory requirements,

o export and import controls,

domestic and foreign government policies, including requirements to expend a portion of government program funds locally,

the uncertainty of the ability of foreign customers to finance purchases,

compliance with a variety of foreign laws, as well as the U.S. laws affecting the activities of U.S. companies abroad,

political, economic and other uncertainties, including, risk of war, revolution, terrorist attacks, epidemics, expropriation,

renegotiation or modification of existing contracts, standards and tariffs, and taxation policies,

¢ international monetary fluctuations that may make payment more expensive for foreign customers who may, as a result, limit
or reduce purchases,

¢ exposure to different and inconsistent legal standards, particularly with respect to intellectual property,

» longer accounts receivable collection cycles,

s trade disputes or new trading policies that could limit, reduce, disrupt or eliminate our sales and business prospects outside the
United States, and

e unexpected changes in regulatory requirements that impose multiple conflicting tax laws and regulations.

Those risks could reduce our sales and earnings in the future.

We may not be successful in obtaining necessary export licenses to conduct business abroad. Licenses for the export of many of
our products are required from government agencies in accordance with various statutory authorities. We can give no assurance
that we will be successful in obtaining these necessary licenses in order to conduct business abroad.

We face significant competition. The embedded computer industry is highly competitive and fragmented, and has been
consolidating in recent years. Qur competitors differ depending on product and market type, company size, geographic market and
application type. We face competition in each of our product lines.

Competition in all of our product lines is based on:

performance,

time-to-market,

customer support,

product longevity,

existing customer relationships,
supplier stability,
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e price,
¢  breadth of product offerings, and
e reliability.

Many of our existing and potential competitors are companies larger than we are that have a number of significant advantages over
us, including:

e significantly greater financial, technological and marketing resources, giving them the ability to respond more quickly to new
or changing opportunities, technologies and customer requirements,

»  established relationships with customers or potential customers, which can make it harder for us to sell our products to those
customers, and

e more extensive name recognition and marketing capability.

In addition, existing or potential competitors may establish cooperative relationships with each other or with third parties, or adopt
aggressive pricing policies to gain market share.

Because of increased competition, we might encounter significant pricing pressures across our product lines. These pricing
pressures could result in significantly lower average selling prices and reduced profit margins for our products. We may not be
able to offset the effects of any price reductions with an increase in sales, cost reductions or otherwise. We cannot assure investors
that we will be able to compete effectively in our current or future markets.

The success of our government business is dependent on compliance with increasingly complex legal requirements. We could
be suspended or debarred for noncompliance. Complex legal requirements, although customary in government contracts,
increase our performance and compliance costs. These costs might increase in the future, reducing our margins, which could have
a negative effect on our financial condition. Failure to comply with these requirements could lead to suspension or debarment, for
cause, from Government contracting or subcontracting for a period of time. Among the causes for debarment are violations of
various statutes, including those related to:

procurement integrity
export control
government security
employment practices
accuracy of records
foreign corruption

Debarment would have a substantive negative impact on our operations and could have negative effect on our reputation and
ability to procure other U.S. Government subcontracts in the future. If the prime contractor on a program for which we were a
subcontractor were debarred, the U. S. Government could terminate the prime contract, irrespective of the quality of our products
and services as a subcontractor, thereby reducing our revenues.

We must persuade customers to outsource their componeént needs to grow our business. Many of our potential customers design
and manufacture embedded computer components internally, which they may view as a cost-savings over purchasing these
components from suppliers like SBS. To increase our sales, we need to persuade them that use of our components and services is
cost-effective. Increased market acceptance of our products also depends on a number of other factors, including:

the quality of our design and production expertise,

the increasing use and complexity of embedded computer systems in new and traditional products,
the expansion of markets that are served by embedded computers,

time to market requirements of our products,

the assessment by our customers of direct and indirect cost savings, and

our customers’ willingness to rely on us for mission-critical applications.

Any failure to persuade customers to outsource their embedded computer needs could reduce our future revenues and earnings.

If we do not persuade OEMs to use our products in new or next-generation applications, our sales could be harmed. Our sales
depend, in part, on our ability to obtain and maintain design wins for our products from OEMs. OEMs that do not currently
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integrate our components into their products may not be willing to purchase components from us because the cost of integrating
new components into their products may be more expensive than continuing to use existing components. OEMs currently using
our components often re-bid for next-generation components and may elect to use another supplier’s components if the other
supplier’s designs are superior to or less expensive than our designs. Also, OEMs currently integrating our components may
redesign their products in a manner that no longer requires our components. If we fail to maintain existing design wins or to
achieve new design wins, our sales could be reduced.

We purchase many of our components from third party suppliers who may discontinue or change their products or have
insufficient supply. Many of our products contain state-of-the-art electronic components, such as microprocessors and memory
technology. We depend upon third parties for our supply of many of these components. We obtain some of these components from
a sole supplier or a limited number of suppliers, for which alternate sources may be difficult to locate. We have experienced, and
may experience in the future, component part shortages, and we have in the past built, and may in the future build, inventory of
these components. Moreover, suppliers may discontinue or upgrade some of the products incorporated into our products, which
could require us to redesign a product to incorporate newer or alternative technology. Our inventory of component parts may
become obsoleté, which has in the past and may in the future result in write-downs. Although we believe that we have arranged for
an adequate supply of components to meet our short-term requirements, we do not routinely obtain long-term binding contracts
with our suppliers to assure future availability. If sufficient components are not available when we need them, our product
shipments could be delayed, which could adversely affect our sales during certain periods as well as lead to customer
dissatisfaction. If enough components are unavailable, we might have to pay premiums for parts in order to make shipment
deadlines. Paying premiums for parts, building inventory of scarce parts, or having our existing inventory become obsolete could
lower or eliminate our profit margin, reduce our cash flow, and otherwise harm our financial performance.

New environmental requirements applicable to SBS products beginning July 1, 2006 may increase SBS’ costs and could result
in inventory write-offfs. In February 2003, the European Union (EU) issued a directive regarding the Restriction on the use of
certain Hazardous Substances in electrical and electronic equipment (RoHS). The RoHS directive requires producers of electrical
and electronic equipment to eliminate the use of six environmentally sensitive substances; including lead, in products sold in the
EU beginning July 1, 2006. We are pursuing steps toward full compliance of the impending RoHS directive. This directive may
increase SBS’ design and testing costs during the transition to the new requirements. In addition, implementation of the new
directive could render certain non-compliant products obsolete. If we are unable to accurately forecast demand for non-compliant
products during the transition period, we could hold substantial inventory that would become obsolete which could lower or
eliminate our profit margin, reduce our cash flow, and otherwise harm our financial performance. If we are unable to obtain RoHS-
compliant component parts, our ability to build and deliver RoHS-compliant products to our customers in a timely manner could
be affected, which could reduce our sales and cash flow.

We use a limited number of contract manufacturers to produce the bulk of our board-level products and are dependent on their
timeliness, quality, and availability. We obtain parts from large electronics parts suppliers and printed circuit boards from printed
circuit board manufacturers and provide these parts and boards as kits to contract manufacturing companies that fabricate our
products. Many of the contract manufacturers we utilize are small companies with limited capital resources. In recent years we
have consolidated contract manufacturers in the United States to obtain various benefits relating to price, quality, timeliness,
service and efficiency. For example, during fiscal year 2005, we subcontracted approximately 80% of our U.S.-built board-level
assemblies to Micro Dynamics Corporation, Montevideo, Minnesota. In addition, our German operation uses a single contract
manufacturer for substantially ail of its outsourced manufacturing. This concentration of manufacturing increases our vulnerability
to any manufacturing or quality disruptions occurring at the contract manufacturer, which in turn could reduce our ability to make
on-time shipments to our customers, reduce customer satisfaction, and increase our warranty costs. There is no assurance that we
will not experience delays in obtaining product from contract manufacturers. If we must move our production to new contract
manufacturers due to non-performance by current contract manufacturers, additional delays in obtaining product could be incurred,
as qualifying new contract manufacturers is costly and time-consuming. If we are unable to meet our customers’ delivery
requirements due to delays in obtaining product from contract manufacturers, our sales and results of operations could be
materially reduced. We also use contract manufacturers for a limited number of products with operations in low-cost locations,
such as Asia. Those products may be subject to shipping and other delays resulting from the location of those fabrication facilities.
These manufacturers are also subject to political, economic and regulatory risk similar to those arising from our international sales
and operations generally, as described on page 11.

We are subject to order and shipment uncertainties that could harm our operating results. We typically sell our products
pursuant to purchase orders that customers can cancel or defer delivery on short notice without incurring a significant penalty.
Cancellations or deferrals could cause us to hold excess inventory that may not be salable to other customers on commercially
reasonable terms, and which could reduce our profit margins, require inventory write downs, and restrict our ability to fund our
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operations. This risk is exacerbated by a current trend from our customers of requiring shorter lead times between placing an order
with us and the shipment date. That typically necessitates an increase in our inventory of that product, raising the likelihood that
upon cancellation or deferral, we may be holding greater amounts of inventory.

We have limited patent protection covering our technology, and we may not be able to protect our intellectual property.
Disputes could be expensive. Our success depends, in part, on our ability to develop and protect our intellectual property. We
have sought only limited patent protection for our technology. We currently have six U.S. patents and two Canadian patents issued
and no U.S. patents pending. We cannot guarantee that our existing patents will be enforced in a court of law if challenged. Patent
applications in the United States are not publicly disclosed until the patents are issued.

We primarily rely on trade secret laws, industrial know-how and confidentiality agreements with employees, customers,
distributors and vendors to protect our intellectual property and believe that future financial performance is much more dependent
on the timely introduction of new products and technology and our customer relationships than protection of our intellectual
property. Third parties or employees may breach those confidentiality agreements or otherwise attempt to disclose, obtain or use
our products and technologies.

We enter into contracts with OEMs which typically provide for broad indemnification of the OEMs against allegations of
infringements of inteliectual property rights arising from our products, including costs of defense. We do not carry insurance
covering any such claims. Any such claim or claims could materially harm our financial condition.

We may have to litigate to enforce or defend our intellectual property rights. Any litigation, regardless of outcome, may be costly
and time consuming. Further, if it were ultimately determined that our claimed intellectual property rights are unenforceable, or
that our products infringe on the rights of others, we may be required to pay past royalties or obtain licenses to use technologies.
We may not be able to obtain licenses for these technologies on commercially reasonable terms, or at all.

Risks Related to Our Financial Condition

Our success depends, in part, on our ability to identify, acquire and successfully integrate new businesses. A major element of
our business strategy is to pursue acquisitions that either expand or complement our business. We have increased the scope of our
operations through eleven acquisitions since 1992. Where business conditions permit, we intend to actively pursue acquisition
opportunities whenever they arise. This acquisition strategy may pose additional risks to us, including:

¢  We might not be able to identify or acquire acceptable acquisition candidates on favorable terms, and in a timely manner.
Many of the recent consolidation transactions in our industry have been at prices that exceed what we believe are prudent. If
we are unable to find acceptable acquisition candidates, we may hold, as we currently do now, substantial amounts of cash
that provide a low rate of return in the current interest rate environment.

e  Our management, financial controls, internal controls over financial reporting, personnel, and other corporate support systems
might not be adequate to manage the increase in the size and the diversity of scope of our operations as a result of acquisitions
and to effectively integrate acquired businesses.

e  Qur acquisitions might not increase revenue or earnings, and the companies acquired might not continue to perform at their
historical or anticipated levels.

e We may use cash for acquisitions that would otherwise be available to fund our operations or to use for other corporate
purposes.

e  Our sharecholders may experience dilution if we use the Company’s capital stock to pay for acquisitions.

e  We may incur debt to pay for acquisitions, resulting in interest costs and reduced earnings.

We may need to raise additional capital to fund our operations and to complete acquisitions. We depend on cash flow from
operations to fund our operations and pay for our acquisitions. If we experience decreased sales, increased expenses, or a
combination of the two, we may need to raise additional capital to fund our operations or acquire other businesses. If we decide to
do so, we could attempt to issue debt securities or capital stock. We may not be able to sell these securities under then current
market conditions. Even if we were successful in finding buyers for our securities, the buyers could demand commercially
unreasonable terms. For example, if we had to sell debt securities, we might be forced to pay high interest rates or agree to onerous
operating covenants, which could in turn harm our ability to operate our business by reducing our cash flow and restricting our
operating activities. If we were to sell the Company’s capital stock, we might be forced to sell shares at a depressed market price,
which could result in dilution to our existing shareholders. In addition, any shares of capital stock we may issue may have rights,
privileges, and preferences superior to those of our common shareholders. If we are unable to raise additional capital on
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commercially reasonable terms, we may be required toreduce our operations and delay or terminate any potential acquisition
* plans, which would harm our ability to grow.

If our sales do not increase, or if they decline, we could experience difficulty in obtaining debt or equity financing. Contraction
and declines in the markets we serve have had and may in the future have an adverse impact on our sales and income. We
currently have a $20 million bank line of credit facility from Wells Fargo Bank National Association. We may require external
financing in the future, and that financing may not be available on terms acceptable to management or at all. In the future, if our
sales do not increase, or if they decline, it would likely impede our ability to raise funds through the sale of debt or equity
securities.

Our future results are subject to the efficiency of our past and future consolidation efforts. We have consolidated operations in
the past, including SBS Communications operating facilities previously based in Carlsbad, California. This consolidation included
moving manufacturing, testing and support functions to the St. Paul, Minnesota, facility, and moving certain product design
functions to the Mansfield, Massachusetts and Raleigh, North Carolina facilities in fiscal years 2003 and 2004. We may elect to
consolidate other operations in the future. Failure to effect a consolidation efficiently could result in missed customer deliveries,
higher costs, reductions in quality, and lost productivity on other important projects, any of which could adversely affect our future
results of operations.

Our earnings have been, and could in the future be, adversely affected because of charges resulting from acquisitions, or an
acquisition could reduce shareholder value. As part of our strategy for growth, we acquire compatible businesses. In accounting
for a newly acquired business, we are, in many cases, required to amortize, over a period of years, certain identifiable intangible
assets. Although the acquired business’ current operating profit may offset the amortization expense, a decrease in the acquired
business’ operating profit could reduce our overall net income and earnings per share. Changes in future markets or technologies
may require us to amortize intangible assets faster and in such a way that our overall financial condition or results of operations are
harmed. If economic and/or business conditions decline in the future, we may incur impairment charges against earnings which
could be significant. We may also be required, under accounting principles generally accepted in the United States of America, to
charge against earnings upon consummation of an acquisition the value of an acquired business’ technology that does not meet the
accounting definition of “completed technology.” Acquired businesses could also reduce shareholder value if they generate a net
loss or require invested capital.

We may expend resources without receiving benefit from strategic alliances with third parties. From time to time, we enter into
strategic alliances to deliver solutions to our customers. These alliances are typically formed to provide products or services that
we do not provide in our core businesses. We may expend capital and resources on these alliances but may not receive any
immediate or long-term return or economic benefit from them, thereby reducing our earnings.

We depend on the recruitment and retention of qualified personnel, and our failure to attract and retain such personnel could
seriously harm our business. Due to the specialized nature of our business, our future performance is highly dependent upon our
ability to attract and retain qualified engineering, manufacturing, marketing, sales and management personnel for our operations.
Competition for personnel is intense, and we may not be successful in attracting and retaining qualified personnel. Our failure to
compete for these personnel could seriously harm our business, results of operations and financial condition. In addition, if
incentive programs we offer are not considered desirable by current and prospective employees, we could have difficulty retaining
or recruiting qualified personnel. If we are unable to recruit and retain key employees, our product development, and marketing
and sales could be harmed.

We are subject to product liability risk. Our products and services could subject us to product liability or government or
commercial warranty claims. We maintain primary product liability insurance for our non-aviation products with a general
aggregate limit of $1.0/$2.0 million per occurrence and a $50.0 million excess umbretla policy. We maintain, for our aviation
products, a $100.0 million liability insurance policy, per occurrence. Our products are widely used in a variety of applications. If a
claim is made against us, our insurance coverage might not be adequate to pay for our defense or to pay for any award, in which
case we would have to pay for it. Also, in the foture we might not be able to continue our insurance coverage at desired levels for
premiums acceptable to us. If a litigant were successful against us, a lack or insufficiency of insurance coverage could significantly
harm our financial condition.

Exchange rate fluctuations could reduce our earnings when stated in U.S. Dollars. Substantially all of our U.S. export sales
transactions to date have been denominated in United States dollars and substantially all sales transactions of our Germany
operation have been denominated in Euros. Due to the growth in sales in Europe experienced by our Germany operation, a
growing percentage of our overall sales transactions have been denominated in Euros. Some sales in the future may be
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denominated in other currencies, including the Canadian dollar. Any decline in the value of other currencies in which we make
sales against the United States dollar, the Canadian dollar or the Euro, or any decline in the value of the Canadian dollar or the
Euro against the United States dollar, will have the effect of decreasing our consolidated earnings when stated in United States
dollars. In the future we may engage in hedging transactions to minimize the effect of the risks associated with these types of
currency fluctuations; however, those hedging transactions could adversely impact our financial position and results of operations.

Our disclosure controls and internal control over financial reporting do not guarantee the absence of error or fraud.
Disclosure Controls are procedures designed to ensure that information required to be disclosed in our reports filed under the
Exchange Act, such as this Annual Report, is recorded, processed, summarized and reported within the time periods specified in
the U.S. Securities and Exchange Commission's rules and forms. Disclosure Controls are also designed to ensure that the
information is accumulated and communicated to our management, including the CEO and CFO, as appropriate to allow timely
decisions regarding required disclosure.

Internal control over financial reporting (Internal Controls) are procedures which are designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
accounting principles generally accepted in the United States of America and includes those policies and procedures that: (1)
pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the
assets of SBS; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of SBS are being made
only in accordance with authorizations of management and directors of SBS; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of SBS' assets that could have a material effect on
the financial statements. To the extent that components of our Internal Controls are included in our Disclosure Controls, they are
included in the scope of our quarterly controls evaluation.

Our management, including the CEO and CFO, do not expect that our Disclosure Controls or Internal Controls will prevent all
error and all fraud. A control system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that the control system's objectives will be met. Further, the design of a control system must reflect the fact that there
are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations
in all control systems, no evaluation of controls can provide absolute assurance that ail control issues and instances of fraud, if
any, within the company have been detected. These inherent limitations include the realities that judgments in decision-making
can be faulty, and breakdowns can occur because of simple error or mistake. Controls can also be circumvented by the individual
acts of some persons, by collusion of two or more people, or by management override of the controls. The design of any system
of controls is based in part upon certain assumptions about the likelihood of future events, and we cannot assure that any design
will succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate
because of changes in conditions or deterioration in the degree of compliance with policies or procedures. Because of the inherent
limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.

Risks Related to Our Securities

Our common stock price can be volatile because of several factors, including a limited public float, which could impact our
ability to raise capital. During the twelve-month period ended June 30, 2005, the sales price of our common stock fluctuated
between $8.55 and $16.50 per share. We believe that the Company’s common stock is subject to wide price fluctuations because
of several factors, including:

quarterly and annual fluctuations in our operating results,

a relatively thin trading market for our common stock, which causes trades of small blocks of stock to have a significant
impact on the Company’s stock price,

announcements of new technologies by us, our competitors or customers,

general conditions in the markets we serve,

fluctuations in earnings of our competitors,

changes in earnings estimates or investment recommendations by securities analysts,

general volatility of the stock markets and the market prices of other publicly traded companies,

economic disruptions due to terrorist activity or natural disasters,

investor sentiment regarding equity markets generally, including public perception of corporate ethics and governance and the
accuracy and transparency of financial reporting, and

e investor sentiment regarding the valuation of technology companies generally.
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A lower stock value for SBS could make it more difficult to raise, or preclude us from raising, capital through sales of stock or
other securities.

Item 2. Properties

We lease office and manufacturing space for our Americas Group in Albuquerque, New Mexico, Newark, California, Raleigh,
North Carolina, St. Paul, Minnesota, Mansfield, Massachusetts, Waterloo, Ontario, Canada and Shenzhen, China, and for our
Europe Group in Augsburg and Mindelheim, Germany. We are also obligated under a lease for our former facility in Carlsbad,
California, (Americas Group) which we vacated in August 2003 and have subleased to a third party throughout the remaining term
of the lease. Our standard practice is to obtain all of our facilities through operating leases. We maintain an insurance plan
covering all our facilities and contents.

The Albuquerque, New Mexico leased facility consists of approximately 47,500 square feet located in a one-story, single-user
building in a business park. This facility contains our corporate headquarters and houses sales, engineering and support functions
for SBS Government, a part of the Americas Group segment. The facility consists of approximately 33,200 square feet of office
space and approximately 14,300 square feet of laboratory and warehouse space. We moved into this building in June 2005. The
term of the lease expires June 2015. The lease contains a right of first refusal to purchase the facility, a right of early termination
exercisable on or after July 1, 2012, a right to expand the premises by 10,000 square feet on or before July 1, 2010, a right to
contract within the premises by 10,000 square feet on or after July 1, 2010, and a right to extend the term for up to three additional
five-year terms. We believe this facility will be sufficient to serve our needs through the term of the lease.

Our general purpose /O engineering team is located in Newark, California. The facility, which contains approximately 13,500
square feet and is leased for a term expiring November 30, 2007, is a one-story, multi-tenant building in a business park. We
believe this facility will be sufficient to serve our needs through the term of the lease.

Our Intel and PowerPC CPU sales and engineering functions are located in Raleigh, North Carolina, where we lease approximately
11,700 square feet of a one-story multi-tenant facility. The lease expires January 31, 2008, subject to one option to extend the term
of the lease for three additional years. We believe this facility will be sufficient to serve our needs through the term of the lease.

Our St. Paul, Minnesota facility consists of approximately 43,650 square feet, located in a business park. This facility consists of
approximately 18,850 square feet of office space occupied by certain sales, engineering, and support functions for SBS
Communications, a part of the Americas Group segment, and 24,800 square feet of manufacturing and warehouse space utilized by
our U.S. manufacturing center. In July 2005 we extended the term of the lease through January 2011. The lease as amended
grants to us a right of first refusal to expand into adjacent unoccupied portions of the building and provides a right to extend the
term by one additional three-year period. We believe this facility will be sufficient to serve our needs through the term of the
lease.

Our Mansfield, Massachusetts facility is in a multi-story, multi-tenant building in a business park. The facility consists of
approximately 17,000 square feet occupied by sales, engineering and support functions for SBS Communications, a part of the
Americas Group segment. The lease expires July 31, 2010. The lease grants to us a right to extend the term of the lease by one
additional five-year period. We believe this facility will be sufficient to serve our needs through the term of the lease.

Our Waterloo, Ontario, Canada facility consists of approximately 19,400 square feet of a two-story multi-tenant building located
within a business park. This location includes office space, and engineering, assembly and test facilities for the operations of SBS
Canada, a part of the Americas Group segment. The lease term expires November 30, 2006, subject to one option to extend the
term of the lease for five additional years. We also have a right of first refusal to expand into any adjacent unoccupied portions of
the building during the term of the lease. We believe this facility will be sufficient to serve our needs through the term of the
lease.

Our Shenzhen, China facility consists of approximately 4,400 square feet of office space in a multi-story multi-tenancy building
located within a high technology business area that houses certain sales and technical support personne! for SBS Technologies
(Shenzhen) Limited, a part of the Americas Group. The lease term expires May 9, 2006, subject to three options to extend the
term of the lease for two additional years each. We believe this facility will be sufficient to serve our needs through the term of the
lease.

Our Augsburg, Germany facility is a six-floor building, consisting of approximately 37,500 square feet of office, test, packaging
and support areas for the operations of KG, a part of the Europe Group. The lease expires January 31, 2011. We believe this
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facility will be sufficient to serve our needs through the term of the lease.

Our Mindelheim, Germany facility consists of approximately 6,200 square feet of a single-story multi-tenant building located
within a business area, of which approximately 1,200 square feet is office space and approximately 5,000 square feet is
manufacturing and warehouse space for the operations of ortec, a part of the Europe Group. The lease term expires August 31,
2008, subject to oneoption to extend the term of the lease for five additional years. We believe this facility will be sufficient to
serve our needs through the term of the lease.

In August 2003, we vacated our facility located in a business park in Carlsbad, California and subsequently subleased the building
to an unrelated third party. This facility consists of approximately 75,200 square feet; 32,000 square feet of office space and
43,200 square feet of warehouse space, and the lease term for both our lease and the sublease expires in April 2006.

Item 3. Legal Proceedings

We are subject to various claims that arise in the ordinary course of our business. In our opinion, the amount of ultimate liability
with respect to these actions will not materially affect our financial position, results of operations, or liquidity. We are not a party
to, and none of our property is subject to, any material pending legal proceedings. We know of no material proceedings
contemplated by governmental authorities.

Item 4. Submission of Matters to a Vote of Security Holders
Not applicable.
PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Market price per share

The Company’s common stock is traded on the NASDAQ Stock Market using the symbol SBSE. Quarterly market prices (as
reported on the NASDAQ Stock Market) for the last two fiscal years were:

2005 2004
Fiscal Quarters High Low High Low
First $16.50 $9.07 $13.93 $9.17
Second 15.00 11.93 17.00 9.89
Third 14.57 10.56 17.75 14.30
Fourth 11.49 8.55 19.46 12,72

Record Holders

Based on data provided by SBS’ transfer agent and The Depository Trust Company, management believes that as of
August 25, 2005, the number of share owner accounts of record, as defined by Rule 12g5-1 of the Exchange Act, was
approximately 212, at which date the closing market price of SBS’ common stock was $9.50 per share.

Dividends

SBS has not paid any cash dividends on its Common Stock. Management’s current policy is to retain earnings, if any, for use in
SBS’ operations and for expansion of the business. No dividend payments are anticipated in the foreseeable future (see
“Management’s Discussion and Analysis: Liquidity and Financial Condition™).
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Unregistered Securities

On June 30, 2003, we issued an aggregate of 386,940 shares of our common stock in connection with the acquisition of 100
percent of the outstanding common stock of Avvida Holdings Corp. and its wholly-owned subsidiary, Avvida Systems Inc. The offer
and sale of these securities were affected without registration in reliance on the exemption afforded by Regulation S of the Securities
Act of 1933, as amended. We filed a registration statement on Form S-3 to register the 386,940 shares issued on June 30, 2003,
which was declared effective by the Securities and Exchange Commission on January 14, 2004,

Issuer Purchases of Equity Securities

Not applicable.
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Item 6. Selected Financial Data

The following selected financial data for the years ended June 30, 2001 through June 30, 2005 have been derived from the audited
consolidated financial statements of SBS. This information should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations™ and the audited consolidated financial statements and related notes to
the consolidated financial statements included elsewhere in this report. '

Years ended June 30,
2005 2004 2003 2002 2001

(Thousands except per share data)

Statements of Operations Data:

SAIES.....civiret et ane $ 152,437 133,874 115,521 118,856 187,180
Gross Profif...vcveveevreiiirrcieceeriie e e 66,516 63,151 55,966 33,548 85,919
Operating ncome (10SS)........ccoeeerercrrrarrnrecennenas 5,548 7,132 2,165 (38,412) 27,736
Net income (l0SS)....eevveierreie e eieiierenrenenn, 4,424 5,193 (4,450) (a) (24,360) 17,184

Per Share Data:
Net income (loss) per common share:
Income (loss) before cumulative effect

of change in accounting principle..............coenn. $ 0.28 0.34 0.11 (a) (1.67) 1.23
Net 1come (1088)..eveverrreereirirrerisceer e, 0.28 0.34 (0.30) (1.67) 1.23
Weighted average shares used in net mcome
per share COmPULALIONS.........c.oveeererieeeenieecnneas 15,567 15,146 14,605 14,559 13,926
Net income (loss) per common share -
assuming dilution:
Income (loss) before cumulative effect
of change m accounting principle..................... $ 0.28 0.34 0.11 (a) (1.67) 1.14
Net ncome (I0S8)....civeeeerirerenrienreiiicrnninen, 0.28 0.34 (0.30) (1.67) 1.14
Weighted average shares used in net income
per share - assuming dilution computations.......... 15,718 15,477 14,630 14,559 15,123
Balance Sheet Data:
Working capital.......cccoovriineioninninn e $ 91,861 86,715 73,187 69,304 75,282
TOtal ASSETS...ccrvverieieiee e 152,458 145,136 128,610 125,648 147,172
Total Babiltes. .......ovvverrive e 16,571 15,509 12,503 12,002 13,377
Total stockholders' equity.........cccveverercernecrnencnnn, 135,887 129,627 116,107 113,646 133,795

Notes: We have not declared any dividends during the periods presented and we do not expect to pay dividends in the foreseeable
fature.

(a) The fiscal year 2003 summary financial data includes a transitional impairment charge of $6,058,000 (or ($0.41) per common
share), net of tax, reported as a cumulative effect of change in accounting principle as a result of the Company’s adoption of
Statement of Financial Accounting Standards No. 142 (SFAS 142), “Goodwill and Other Intangible Assets,” on July 1, 2002.

On June 30, 2003, SBS completed the purchase of Avvida Holdings and Avvida Systems (subsequently amalgamated under
Canadian law into SBS Canada).
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
“Company Overview

We design and build open-architecture embedded computer products that enable OEMs to serve the government, commercial, and
communications end markets. Embedded computer products are put inside or made part of larger systems to process information,
control machines, move computer data between machines, and interact with people. The companies that use our products
manufacture very sophisticated, expensive devices, such as MRI machines, flight simulators, wireless networks, fighter jets and
industrial robots. :

The SBS product line is strategically focused on embedded computing, and we serve virtually all parts of the market. We
currently list more than 550 products in the product section of our website, www.sbs.com. We offer components like I/O
modules, bus adapters, carrier cards, system enclosures, FPGA boards and single board computers, as well as network switches,
blades and fully integrated systems. Many of these products are available in ruggedized versions, which can operate in conditions
of extreme temperature, vibration, shock and humidity.

We serve a broad range of customers. We help our customers get to market faster, more reliably and more economically, by
providing a wide range of standard and customized embedded computer products. Our products have application in diverse
industries, including space and aviation, telecommunications, military and government, transportation, robotics, networking,
broadcasting, wireless communications and medical imaging.

The embedded computer industry is highly competitive and fragmented. The size of the total addressable embedded computer
market has been estimated by industry publications to be approximately $4 billion for board-level products, exclusive of complete
embedded computer systems. This market is addressed by many competitors. No single competitor holds a dominant position in
the embedded computer market.

We have grown because we understand our role in the embedded computing process: we make components which are part of
larger, more complicated devices. As embedded computer applications expand, we broaden our product line to meet our
customers’ needs and to attract new customers. We invest in technology and customer service so that we can grow with our
customers.

We have grown organically and through strategic acquisitions, acquiring companies that supplement our core competencies — a
pattern we expect to continue. Our organic growth is driven by adding new products, improving existing products through our
research and development program, and attracting new customers with our products and service. We have completed eleven
acquisitions since 1992 that broadened our product offerings and our customer base.

Executive Summary

For the fiscal year 2005, sales increased 13.9%, even though we experienced fluctuations in our markets and delays in the start of
production of several government programs. Our earnings were impacted by lower margins and our mid-year decision, due to
market conditions, to further invest in our infrastructure to better address the government systems market and the Asian market.
In addition, we made a significant investment in our recently announced AdvancedMC product family, which we believe places
SBS in an excellent position in the emerging AdvancedTCA market. SBS is a product and technology company, and we will
continue to focus our research and development efforts to provide solutions for our customers.

In November 2004, we announced strategic operating investments to pursue growth initiatives and take advantage of market
conditions in the government and international markets. For our government systems opportunities, we increased our business
development, program management and engineering teams to be more responsive to proposal requests, execute on engineering
projects faster, and build stronger relationships with our customer base. To meet growing demand, we increased our sales and
support staffing to more effectively address the Asian market.

During the fiscal year ended June 30, 2005 (fiscal 2005), we noted the following:

e  Customer orders received and booked were $154.8 million, resulting in a book-to-bill ratio of 1.02 to 1.

Book-to-bill ratio represents the net value of customer orders received and booked in the fiscal year divided by total sales.
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o  Order backlog was $44.4 million as of June 30, 2005, compared to $42.1 million as of June 30, 2004;

Order backlog represents customer orders that have been contracted for future delivery. Accordingly, these orders have not
yet been recognized as revenue, but represent potential future revenue.

¢  Thirty-four design wins were achieved during fiscal 2005, consistent with the thirty-four achieved in fiscal 2004.

Each reported design win represents an initial purchase order of a minimum of 8100, 000 and is Jforecasted to produce a
minimum of $500,000 in sales annually when in production.

By end market, the design wins included twenty-four in the government market, four in the commercial market and six in the
communications market.

¢  During fiscal 2005, one communications market customer, Ericsson, represented approximately 16% of our total sales and
one commercial market customer, Applied Materials, represented approximately 9% of our total sales. We had no other
customer whose sales represented more than 5% of our total in fiscal 2005.

Financial Highlights

Select financial highlights during the year ended June 30, 2005 compared to the years ended June 30, 2004 and 2003 follows:
Fiscal Years Ended

Thousands (except June 30, % June 30, %

per share amounts) 2005 2004 change 2003 change
SAES. .o $ 152,437 133,874 139% $ 115,521 32.0%
Operating income (l0sS).....c.ccovvvenene. $ 5,548 7,132 -22.2% 3 2,165 156.3%
Income (loss) before cunmilative

effect of change in accounting......... $ 4,424 5,193 -148% $ 1,608 175.1%
Net income (1oss)(*)...oocevervrrerrennenn. $ 4,424 5,193 -148% 3 (4,450) 199.4%
Income (loss) per share

before curmulative effect of

change m accounting..................... $ 0.28 0.34 -17.6% $ 0.11 154.5%

Net mcotre (loss) per
share - assuming
dition (F*)...eoveevccce $ 0.28 0.34 -17.6% $ (0.30) 193.3%

Sales for fiscal 2005 were $152.4 million, a 13.9% increase from sales of $133.9 million for the prior year and an increase of
32.0% from sales of $115.5 million in fiscal 2003.

Operating income for fiscal 2005 was $5.5 million, which represents a decrease of approximately $1.6 million, or 22.2% from the
fiscal 2004 balance, but represents an increase of 156.3% from the $2.2 million in fiscal 2003. Our earnings were impacted by
lower margins, primarily a result of increased sales of lower margin production business, competitive pricing primarily from
commercial and communications customers, and lower sales of the Company’s quick-turn, higher margin business, together with
our mid-year decision to further invest in our infrastructure to better address the government systems market and the Asian
market. In addition, we made a significant investment in our recently announced AdvancedMC product family, which we believe
places SBS in an excellent position in the emerging AdvancedTCA market.

Net income for fiscal 2005 was $4.4 million, compared with net income of $5.2 million for the prior fiscal year and a net loss of
($4.4) million in fiscal year 2003. .
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*  The financial results for the fiscal year ended June 30, 2004 included restructuring costs of approximately $2.4 million
associated with the closure of the Carlsbad, California facility, which negatively impacted net income.

*  The financial results for the fiscal year ended June 30, 2003 included a transitional goodwill impairment charge of $6.1
million, net of tax, which was reported as a cumulative effect of change in accounting principle, as a result of our adoption of
SFAS 142 effective on July 1, 2002.

Net income per share — assuming dilution for fiscal 2005 was $0.28, compared with $0.34 for fiscal 2004, and compared with
income per common share — assuming dilution before the cumulative effect of change in accounting for goodwill of $0.11 and net
loss per common share — assuming dilution of $(0.30) for fiscal year 2003,

** Included in the results for fiscal 2004 are employee severance and consolidation costs associated with the closure of the
Carlsbad, California facility of approximately $2.4 million, which negatively impacted net income per common share —
assuming dilution by (8$0.11) on an after tax basis. This compares to employee severance and consolidation costs associated
with closure of the Carlsbad facility and other management actions totaling approximately $1.7 million for fiscal 2003, which
negatively impacted income per common share — assuming dilution before the cumulative effect of change in accounting for
goodwill by ($0.08) on an after tax basis.

** The financial results for the fiscal year ended June 30, 2003 included a transitional goodwill impairment charge of $6.1
million (or (30.41) per common share), net of tax, which was reported as a cumulative effect of change in accounting
principle, as a result of our adoption of SFAS 142 effective on July 1, 2002.

For a more complete analysis of the financial results, see “Results of Operations” below.
Critical Accounting Policies and Estimates

The preparation of consolidated financial statements and related disclosures in accordance with accounting principles generally
accepted in the United States of America requires us to make estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. We use estimates when we account for items such as inventory, allowances for uncollectible accounts receivable,
depreciation and amortization periods for property and equipment and certain identifiable intangible assets, goodwill and
intangible asset impairment analysis, and income taxes (see Note 1 to SBS’ consolidated financial statements). These estimates
and assumptions are based upon our continuous evaluation of historical results and anticipated future events. Actual results could
differ from these estimates under different assumptions or conditions.

The Securities and Exchange Commission defines critical accounting polices as those that are, in management’s view, most
important to the portrayal of SBS’ financial condition and results of operations and those that require significant judgments and
estimates. We believe the following critical accounting policies affect our more significant judgments and estimates used in
preparing our consolidated financial statements:

e Revenue Recognition. Our revenue recognition policies are based on the guidance in Staff Accounting Bulletin (“SAB”) No.
104, Revenue Recognition in Financial Statements. Revenue from product sales is recognized upon shipment to customers,
provided we have received a valid purchase order, the price is fixed, title has transferred, collection of the associated
receivable is reasonably assured, and there are no remaining significant obligations. Our standard terms and conditions
contain the shipping terms of FOB shipping point, which provide for transfer of title and risk of loss upon our delivery to the
carrier. Where customer acceptance provisions exist, we defer revenue recognition until acceptance by the customer unless
we demonstrate the product meets the customer specified criteria upon shipment provided all other revenue recognition
criteria were met.

e [nventory Valuation. We record inventory write-downs based on estimates of obsolete or unmarketable inventory, taking
into account historical usage, forecasted future demand, and general market conditions. Write-downs may also be recorded
based on our decision to discontinue the marketing of certain products or product lines. If our forecasts are incorrect, market
conditions deteriorate, or we decide to exit other product lines, further inventory write-downs may be required which result
in an increase to cost of sales and reduced gross profit. If market conditions or demand are better than expected, we may sell
inventories that have been previously written down, resulting in reduced or zero cost of sales and improved gross profit.
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Allowance for Uncollectible Accounts. We maintain allowances for uncollectible accounts receivable resulting from the
failure of our customers to make required payments. Our estimate is based on, among other things, the aging of accounts
receivable, historical write-off experience, and the current and projected financial condition of our customers. If we
misinterpret the financial condition of our customers or if the financial condition of customers deteriorates, additional
allowances for uncollectible accounts may be required, which would increase operating costs and reduce operating profit.

Goodwill. Wetest goodwill for impairment at least annually. The first step of the goodwill impairment test is a comparison
of the fair value of a reporting unit to its carrying value. The fair value of a reporting unit is the amount which the unit as a
whole could be bought or sold in a current transaction between willing parties. The goodwill impairment test requires us to
identify our reporting units and obtain estimates of the fair values of those units as of the testing date. We estimate the fair
values of our reporting units using discounted cash flow and public company market multiple valuation models. Those
models require estimates of future revenues, profits, capital expenditures and working capital for each reporting unit. We
estimate these amounts by evaluating historical trends, current budgets, operating plans and industry data. A decline in the
fair value of any of our reporting units below its carrying value is an indicator that the underlying goodwill of the unit is
potentially impaired. If that occurs, we are required to complete the second step of the goodwill impairment test to determine
whether the unit’s goodwill is impaired. The second step of the goodwill impairment test, if necessary, is a comparison of the
implied fair value of a reporting unit’s goodwill to its carrying value. An impairment loss is required for the amount which
the carrying value of a reporting unit’s goodwill exceeds its implied fair value. If an impairment loss is recognized, the
implied fair value of the reporting unit’s goodwill becomes the new cost basis of the unit’s goodwill.

We conduct our annual goodwill impairment test as of April 1 of each fiscal year when our budgets and operating plans for
the forthcoming year are finalized. The timing and frequency of our goodwill impairment tests are based on an ongoing
assessment of events and circumstances that would more than likely reduce the fair value of a reporting unit below its
carrying value. We will continue to monitor our goodwill balance for impairment and conduct formal tests when impairment
indicators are present.

Long-Lived and Intangible Assets. We evaluate the carrying value of long-lived and intangible assets whenever certain
events or changes in circumstances indicate that the carrying amount may not be recoverable. These events or circumstances
include, but are not limited to, a prolonged industry or economic downturn, a significant decline in SBS’” market value, or
significant reductions in projected future cash flows. An asset is considered to be impaired if future undiscounted cash flows,
without consideration of interest, are insufficient to recover the carrying amount of the asset. Once an asset is deemed
impaired, a charge to expense is recognized to the extent that the carrying amount of the asset exceeds fair value. Fair value
is generally determined by calculating the discounted future cash flows using a discount rate based upon our weighted
average cost of capital. Estimates of future cash flows require significant judgment, and any change in these estimates may
result in additional impairment charges and reduced operating profits.

Income Taxes. Our estimate of current and deferred income taxes reflects our assessment of current and future taxes to be
paid or received on items reflected in the financial statements, giving consideration to the recoverability of certain of the
deferred tax assets, which arise from temporary differences between the tax and financial statement recognition of revenue
and expense. Estimates of current income taxes include benefits for items such as general business and other credits, U.S.
sales to foreign jurisdictions, and utilization of foreign tax credits. Actual income taxes may vary from our estimates due to
future changes in tax laws or because of a review of our tax returns by taxing authorities, which may result in an increase or
decrease to income tax expense. We must also assess the likelihood that we will be able to recover our deferred tax assets. If
recovery is determined not to be more likely than not, we must increase our provision for taxes by recording a reserve, in the
form of a valuation allowance, for the deferred tax assets that we estimate will not ultimately be recoverable. As of June 30,
2005, excluding certain operating loss and tax credit carryforwards for U.S. State income purposes and certain foreign
jurisdictions, we believe our recorded deferred tax assets will ultimately be recovered. However, should there be a change in
our ability to recover the deferred tax assets, our tax provision would increase in the period we determine that recovery is no
longer more likely than not.

Acquisitions

We made no acquisitions during the fiscal years ended June 30, 2005 and 2004. During the fiscal year ended June 30, 2003, we
completed the acquisitions described below. The acquisitions were accounted for using the purchase method of accounting, and
the results of operations of the acquired companies have been combined with SBS’ since the date of the acquisition. The purchase
price has been allocated to the underlying assets acquired and liabilities assumed based on their estimated fair values with
goodwill, if any, representing the excess of the purchase price over the fair value of the net assets acquired.
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On June 30, 2003, SBS acquired 100 percent of the outstanding common stock of Avvida Holdings Corp. and its wholly-owned
subsidiary, Avvida Systems Inc. (Avvida), located in Waterloo, Canada. Avvida provides image processing solutions to customers
serving a wide variety of applications. Avvida’s focus is emerging programmable logic, including fully programmable gateway
array (FPGA) technology utilized in high performance video, image and data processing solutions. We plan to incorporate FPGA
technology into existing and future products across all SBS product lines.

The aggregate purchase price of $6.2 million, including acquisition costs of $0.6 million, was paid in cash and shares of SBS common
stock valued at $3,574,020. The value of the 386,940 shares of SBS common stock was determined based on the average market price
of SBS’ common shares over the two-day period before and after the terms of the acquisition were agreed to and announced. In
conjunction with the purchase price allocation, the estimated fair value of identifiable intangible assets, specifically a core
technology asset valued at $970,000 and a covenant not-to-compete valued at $1.2 million, was based on an assessment of their
fair value determined by management, and goodwill of approximately $3.5 million was recorded which is not deductible for tax
purposes. During the year ended June 30, 2004, we received an income tax refund that exceeded the amount recorded at
acquisition by $104,000, which was recorded as a reduction to goodwill. The identifiable intangible assets will be amortized over
a period of 5 years based on the estimated economic useful life of the core technology asset and the contractual period of the
covenant.

Results of Operations

The following table sets forth, for the fiscal years ended June 30, 2005, 2004 and 2003, certain operating data, including balances,
as a percentage of sales:

Years ended June 30, -

Dollars in thousands 2005 % 2004 % 2003 Yo
SES. .. eveeveree e s $ 152437  100.0 % $ 133,874 1000 % § 115521  100.0 “%
Cost of sales:
Cost of products SOId......cvvevreerenverirenrresnrenesnenens 84,379 55.4 % 69,145 51.6 % 58,002 50.2 %
Amortization of intangible aSSets. ........coveorerrrereeieninenn, 1,542 1.0 % 1,578 1.2 % 1,553 1.4 %
Total cost Of SAES.......ovevveecrrierner e, 85,921 564 % 70,723 52.8 % 59,555 51.6 %
GIOSS PIOME......vovecveieeiecteeerese vt snsen e 66,516 43.6 % 63,151 472 % 55,966 484 %
Selling, general and adninistrative eXPense. .......o...u........ 35,746 234 % 32,504 243 % 33,608 29.1 %
Research and development eXpense............o...oovevrnenn. 24,919 163 % 20,552 154 % 18,077 15.6 %
Enployee severance and consolidation coss.................. - - % 2,400 1.8 % 1,729 1.5 %
Amortization of intangible asSets........oovovreerreereennren. 303 03 % 563 0.4 % 387 0.3 %
Operating MCOME. .. ..ovecvovi e eceeneee e 5,548 3.6 % 7,132 53 % 2,165 1.9 %
Interest and other NCOME, DEL...........ccoevervierierereeer e 941 0.6 % 634 0.5 % 434 0.4 %
Foreign exchange 10SS€S.......c..covvvrivveiinerereesnee e rerienans 77) 0.0 % (348) (0.3)% 207 0.2)%
864 0.6 % 286 0.2 % 227 0.2 %
Income before mcome taxes and cunmuilative
effect of change in accounting principle.........cooeenn.e. 6,412 42 % 7418 5.5 % 2,392 21 %
INCOME tAX EXPEIISE. ..vovvvoeeveresssisseresesessess s eesssssenses s 1,988 1.3 % 2,225 1.6 % 784 0.7 %
Incorre before cumilative effect of
change in acCOUNENG PIINCIPIE. .....v.vvvv oo versevneenrennsens 4,424 29 % 5,193 39 % 1,608 1.4 %
Cumilative effect of change in accounting
principle (net of income tax benefit 0f $3,412)............ -- - % - - % (6,058) (5.2)%
Net IC0ME (I0SS)..vv.veereermeeeeseeeeeeereeees s ess e es e $ 4,424 29 % $ 5193 39 % $_ (4450) (3.9 %
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Year Ended June 30, 2005 Compared to Year Ended June 30, 2004
(References to fiscal 2005 and fiscal 2004 relate to the fiscal years ended on June 30)

SALES
Our total sales during the fiscal year ended June 30, 2005 compared to the year ended June 30, 2004 follows:

Fiscal Years Ended

June 30, %
Thousands 2005 2004 change
Sales...cooiiinii e § - 152,437 133,874 13.9%

For fiscal 2003, sales increased $18.6 million compared to fiscal 2004, of which approximately $3.2 million was the result of
changes in currency exchange rates used to translate our Europe Group financial statements to U.S. dollars. During fiscal 2005,
sales to one communications customer (Ericsson) increased 137%, or approximately $14 million (including the impact of changes
in currency exchange rates used to translate our Europe Group financial statements to U.S. dollars), from fiscal 2004 sales levels,
and sales to one commercial customer (Applied Materials) increased 7%, or approximately $1 million, from fiscal 2004 sales
levels.

Sales by end market for fiscal 2005 compare to fiscal 2004 and 2003 as indicated below:

SALES BY END MARKET
(dollars in thousands)

June 30, % of June 30, % of June 30, % of

2005 total 2004 total 2003 total
Fiscal years ended:
Government................... $ 67,872 45% $ 67,944 51% $ 60,465 52%
Commercial................... 41,068 27% 39,924 30% 37,689 33%
Communications............. 43,497 28% 26,006 19% 17,367 15%
-1 R $ 152437 100% $ 133,874 100% $ 115,521 100%

For the year ended June 30, 2005, sales to government customers were relatively unchanged from fiscal 2004 levels. Sales to
commercial customers increased 2.9% and sales to communications customers increased 67.3%, both compared with the prior
fiscal year. A significant percent of the increase in sales to communications customers was the result of the increase in sales to
Ericsson during fiseal 2005.

Looking forward, based on our forecasts, we expect that a significant amount of our revenue growth for fiscal year 2006 will
occur in the second half of the fiscal year. This is due to two primary factors: we expect revenues from AdvancedMC products to
begin to ramp up during the later part of the fiscal year, and based on customers’ forecasts, we expect that orders for military
systems will increase as we progress through the fiscal year. In addition, for fiscal year 2006, we expect sales to Ericsson to
continue at approximately the same dollar sales level compared to fiscal year 2005. For the fiscal year ending June 30, 2006, we
expect revenue to be between $165 million and $175 million; however, actual results may vary. In addition, based on our
backlog and our customers’ forecasts, we expect revenue for the quarter ending September 30, 2005 to be between $35 million
and $37 million; however, actual results may vary. For the past several years, the September quarter has been the lowest sales
quarter of the fiscal year, and we expect this to continue.
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GROSS PROFIT

Gross profit during fiscal 2005 compared to fiscal 2004 follows:

Fiscal years ended

June 30, Increase/
Thousands . 2005 2004 (decrease)
GrOSS PIOfi..cveeeeieiei e $ 66,516 63,151 $ 3,365
Gross profit as a percent of sales:
Cost of products sold........c..cccovmreeinennnenne 55.4% 51.6%
Intangible asset amortization.............cccvveeennee. 1.0% 1.2%
Gross profit.........coeeveevimiviriveercreien 43.6% 47.2%

Gross profit in fiscal 2005 increased $3.4 million, or 5.3%, from fiscal 2004 levels. Gross profit as a percent of sales for the year
ended June 30, 2005, decreased from fiscal 2004 levels principally as a result of increased sales of lower margin production
business, competitive pricing primarily from commercial and communications customers, and lower sales of our quick-turn,
higher margin business. For the fiscal year ending June 30, 2006, based on the sales mix included in our forecasts, we currently
anticipate gross profit as a percentage of sales to range from 40% to 45%; however, actual results may vary.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE

Selling, general and administrative (SG&A) expense during the fiscal year ended June 30, 2005 as compared to fiscal 2004
follows:

Fiscal years ended

June 30, Increase/
Thousands 2005 2004 (decrease)
SG&A eXPense......ccovmvrreeremiee s $ 35,746 32,504 % 3,242
As a percent of sales........ocovceverviirncnneninnes 23.4% 24.3%

For the year ended June 30, 2005, SG&A expense increased 10.0%, compared to the prior fiscal year, due primarily to our mid-
year decision to invest in our infrastructure to pursue opportunities in the government systems market and the Asian market.
Costs associated with the execution of our Sarbanes-Oxley Section 404 documentation and testing requirements in fiscal 2005
also contributed to the increase in costs when compared to fiscal 2004, As a result of increased sales, although SG&A expenses
increased in fiscal 2005, SG&A expense as a percentage of sales declined slightly in fiscal 2005 compared with fiscal 2004.

RESEARCH AND DEVELOPMENT EXPENSE
Research and development (R&D) expense during fiscal 2005 as compared to the fiscal year ended June 30, 2004 follows:

Fiscal years ended

June 30, Increase/
Thousands 2005 2004 (decrease)
RED eXPEDSe. ......coovccrirreeeienconrnieereeraenenes $ 24,919 20,552 $ 4,367
As a percent of sales........ccoceevuiiviiiieeniieeenn 16.3% 15.4%

Increasing our intellectual property continues to represent a key element of our growth strategy. During fiscal 2005, we
introduced forty-two new products, including eight new AdvancedMC products, announced in June 2005, that address the
emerging AdvancedTCA segment of the communications end market. Research and development expenses fluctuate from period
to period throughout the life cycle of our research and development efforts and we expect these fluctuations to continue.
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For the year ended June 30, 2005, R&D expense increased 21.2%, compared to the prior fiscal year, due primarily to the timing
of outside development costs and our mid-year decision to invest in our infrastructure to pursue opportunities in the government
systems market and our investment in the recently announced AdvancedMC product line. While R&D expense as a percentage of
sales increased 0.9% from fiscal 2004 levels to 16.3%, fiscal 2005 expenses were in line with our current development plans.

EMPLOYEE SEVERANCE AND CONSOLIDATION COSTS

On June 12, 2003, the Company announced the closure of its Carlsbad, California facility and the consolidation of its
manufacturing operations into the Company’s St. Paul, Minnesota facility, centralizing all manufacturing in the United States to
one facility. The total employee severance and consolidation costs incurred as a result of the consolidation were approximately
$3.5 million. The total costs include employee severance and related costs recorded over the remaining service period,
consolidation costs recorded as incurred, lease termination costs recorded on the cease use date (all in accordance with SFAS
146), and leasehold improvement impairment charges recorded as a result of the announcement in accordance with SFAS No.
144, Accounting for Impairment or Disposal of Long-Lived Assets.

The following table summarizes the accounting for the consolidation of the Company’s Carlsbad, California facility:

Thousands Employee Property Lease
severance and and termination Other

Description related costs  equipment charge costs Total
Quarter ended June 30, 2003

Enployee severance and consolidation costs.... $ 290 841 - - S 1,131

Cash PAYITEIES.........oerveceneceecerernssereessessnenees (66) -- -- -- (66)

WIHE-0TB. oo v sseren e -- (841) -- -- 841
Accrued at Jure 30, 2003.......coveeeeeeeinneene 224 - -- -- 224
Year ended June 30, 2004

Employee severance and consolidation costs... 470 - 1,400 530 2,400

Cash PAYITEILS. ..ccocervvecimeneneneimiennns (694) -~ (530 (530) (1,754)
Accrued at June 30, 2004.........cooeviriienecnnes - - 870 -- 870
Year ended Jume 30, 2005

Cash PAYITEIES. ..c.cvvvvveerrreeeree s -- -- (446) -- (446)
Accrued at June 30, 2005........coveeiniirns $ - -- 424 - $ 424

The lease termination charge, recorded on the cease use date as a result of closure of the Company’s Carlsbad, California facility,
represents the estimated fair value of the remaining future lease payments and related obligations, net of estimated sublease
income, over the term of the lease. The remaining costs represent lease obligations expected to be paid through April 2006.

AMORTIZATION OF INTANGIBLE ASSETS

For the fiscal year ended June 30, 2005, amortization of intangible assets was $0.3 million, compared to $0.6 million for fiscal
2004. Amortization expense decreased in fiscal 2005 due to the completion of the amortization of identifiable intangible assets
recorded in connection with the acquisition of SDL. Communications in April 2000.

INTEREST AND OTHER INCOME, NET

For the year ended June 30, 2005, net interest and other income of $941,000, represented primarily interest income associated
with increased cash balances. Excluding the interest received in September 2003 (fiscal 2004) in connection with income tax
refunds of payments made in prior periods of approximately $250,000, net interest and other income increased from fiscal 2004
levels primarily as a result of increased cash balances and higher interest rates during fiscal 2005.

FOREIGN EXCHANGE LOSSES

For fiscal 2005 and 2004, foreign exchange losses of $77,000 and $348,000, respectively, represent primarily realized and
unrealized losses on certain inter-company transactions that are denominated in non-functional currencies due to changes in
currency exchange rates as a result of the weakening of the U.S. dollar during fiscal 2005 and 2004.
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INCOME TAaX EXPENSE

For the year ended June 30, 2005 and 2004, income tax expense was recorded using worldwide effective tax rates of 31.0% and
30.0%, respectively. The change in the estimated worldwide effective income tax rate was due principally to the impact of a shift
in the mix of pre-tax income from domestic and foreign sources together with the completion, by the German tax authorities, of
the audit of our statutory tax returns from fiscal 1998 through fiscal 2002, during the fourth quarter of fiscal 2005. Our annual
worldwide effective tax rate for fiscal 2005 includes the impact, excluding foreign dividend repatriation, of the recently enacted
Americans Jobs Creation Act of 2004 (the Act), which was signed into law by the U.S. President in October 2004, We continue
to evaluate the potential impact of the dividend repatriation provisions of the Act on our annual worldwide effective tax rate. For
the fiscal year ending June 30, 2006, we currently expect a worldwide effective tax rate of 35%.

In assessing the realizability of the Company’s net deferred tax asset of approximately $16.9 million at June 30, 2003,
management considers projected future sources of taxable income together with tax planning strategies. As of June 30, 2005, the
valuation allowance, which increased approximately $1.8 million during fiscal 2005, applies to certain U.S. State and foreign
operating loss and tax credit carryforwards that, in the opinion of management, may expire unused due to uncertainty regarding
future taxable income. Based on SBS’ historical taxable transactions, the timing of the reversal of existing temporary differences,
and the evaluation of tax planning strategies, management believes it is more likely than not that SBS’ future taxable income will
be sufficient to realize the benefit of the remaining deferred tax assets existing at June 30, 2005.

SBS generally does not record deferred income taxes on the undistributed earnings of its foreign subsidiaries in accordance with
the indefinite reversal criterion in APB Opinion No. 23, “Accounting for Income Taxes — Special Areas”, because the Company
currently does not expect those unremitted earnings to reverse and become taxable in the foreseeable future. Upon distribution of
these earnings, which amounted to approximately $34.6 million at June 30, 2005, SBS may be subject to U.S. income taxes and
foreign withholding taxes. It is not practical, however, to estimate the amount of taxes that may be payable on the eventual
remittance of these earnings.

EARNINGS PER SHARE

For the year ended June 30, 2005, net income per common share and net income per common share — assuming dilution were
$0.28, compared to net income per common share and net income per common share — assuming dilution of $0.34 during the
prior fiscal year.

Review of Business Segments

We are engaged in the design, research, development, integration and production of embedded computer products and we operate
worldwide through two operating segments: the Americas Group and the Europe Group. Both the Americas Group and the
Europe Group offer our complete portfolio of embedded computer products to customers in the government, commercial and
communications end markets. Each segment has management who report directly to our Chief Executive Officer and its own
sales and distribution channels. The Americas Group consists of our operations based in the United States, Canada, and
Shenzhen, China. This includes the sales, engineering and test activities in Albuquerque, New Mexico; Mansfield,
Massachusetts; Newark, California; Raleigh, North Carolina; St. Paul, Minnesota; and Waterloo, Ontario, Canada; the
manufacturing and assembly operations located in St. Paul, Minnesota and Albuquerque, New Mexico; and the sales and
technical support activities based in Shenzhen, China. The Europe Group consists of our operations based in Germany which
include the sales, engineering, test, assembly, and manufacturing activities located in Augsburg and Mindelheim, Germany.

The following is a discussion of sales to external customers and segment profit (loss) for each reportable segment. We measure
the results of operations for segments (Segment Profit (Loss)) based on income (loss) before income taxes and the cumulative
effect of change in accounting principle and before:

o the allocation of corporate overhead expenses other than marketing costs;
* substantially all amortization expense associated with acquisitions; and
* interest income earned on U.S. operations cash balances.
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AMERICAS GROUP
Fiscal Years Ended

June 30, %
Thousands 2005 2004 change
Sales to External Customers............... $ 96,384 97,066 -0.7%
Segment Profit ......ccccooieecnnicnnnnnne $ 7,037 12,864 -453%

Sales to External Customers. For the year ended June 30, 2005, sales to external customers were relatively unchanged from fiscal
2004 levels. Looking forward, based on our forecasts, we expect to see an increase in sales in the Americas Group in fiscal 2006,
and a significant amount of such revenue growth will occur in the second half of the fiscal year; however, actual results may vary.
This is due to two primary factors: we expect revenues from AdvancedMC products to begin to ramp up during the later part of
the fiscal year, and based on customers’ forecasts, we expect orders for domestic military systems will increase as we progress
through the fiscal year.

Segment Profit. Segment profit decreased $5.8 million, or 45.3%, for the year ended June 30, 2005, compared to the prior fiscal
year. Segment profit in fiscal 2005 decreased from fiscal 2004 levels primarily as a result of decreased gross profit as a result of
a change in sales mix due to a higher proportion of sales of lower margin products in relation to total sales, together with
increased SG&A and R&D expenses as discussed previously. The increased SG&A expenses were due primarily to our mid-year
decision to invest in our infrastructure to pursue opportunities in the government systems market and the Asian market, together
with costs associated with the execution of our Sarbanes-Oxley Section 404 documentation and testing requirements in fiscal
2005. The increased R&D expenses were due primarily to the timing of outside development costs and our mid-year decision to
invest in our infrastructure to pursue opportunities in the government systems market as well as our investment in eight new
AdvancedMC products, announced in June 2005. The decrease in segment profit in fiscal 2005 excludes the impact of
approximately $2.4 million of employee severance and consolidation costs recorded in fiscal 2004 from the consolidation of our
communications operations that resulted in the closure of our Carlsbad, California facility in August 2003. For these reasons,
segment profit as a percentage of sales to external customers decreased to 7.3% for fiscal 2005, compared with 13.3% for fiscal
2004. With the targeted investments we have made, we believe, as of June 30, 2005, our infrastructure is now in place for
leveraged growth. As aresult, with the expected increase in sales in fiscal 2006 for the Americas Group, we anticipate an
increase in segment profit as a percentage of sales to external customers however, actual results may vary.

EUROPE GROUP
Fiscal Years Ended
June 30, %
Thousands 2005 2004 change
Saks to External Custoners............... 3 56,053 36,808 52.3%
Se@ent Profit.........cccrvroveererrerveereons $ 12,984 7,540 72.2%

Sales to External Customers. The Group’s sales to external customers increased $19.2 million in fiscal 2005 compared to fiscal
2004. This increase is primarily due to the $14.0 million in additional sales to Ericsson (which include the impact of changes in
foreign currency exchange rates) in fiscal 2005 compared to fiscal 2004, and approximately $3.2 million resulting from changes
in currency exchange rates used to translate the Group’s financial statements to U.S. dollars.

Segment Profit. For'the year ended June 30, 2005, segment profit increased $5.4 million, or 72.2%, compared to the prior year,
due primarily to the increase in sales and gross profit, which more than offset increases in SG&A and R&D expenses
commensurate with the growth in the business. For these reasons, segment profit as a percentage of sales to external customers
increased to 23.2% for fiscal 2005, compared to 20.5% for fiscal 2004.
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Year Ended June 30, 2004 Compared to Year Ended June 30, 2003
(References to fiscal 2004 and fiscal 2003 relate to the fiscal years ended on June 30)

SALES
Our total sales during the fiscal year ended June 30, 2004 compared to the year ended June 30, 2003 follows:

Fiscal Years Ended

June 30, %
Thousands 2004 2003 change
Sales. oo, 3 133,874 115,521 15.9%

For fiscal 2004, sales increased $18.3 million compared to fiscal 2003, of which approximately $2.7 million was the result of the
impact of a weakening U.S. dollar on the translation of our Europe Group financial statements. Sales for the fiscal year ended

June 30, 2004 include approximately $1.1 million contributed from the acquisition of SBS Canada (formerly Avvida Systems) in
June 2003.

Sales by end market for fiscal 2004 compared to fiscal 2003 and 2002 as indicated below:

SALES BY END MARKET
(dollars in thousands)

June 30, % of June 30, ‘ % of Jl_me 30, % of
2004 total 2003 total 2002 total

Fiscal vear ended:
Government.................... $ 67,944 51% S 60465 2% % 50,425 42%
Commercial.......c........... 39,924 30% 37,689 33% 39,625 34%
Communications.............. 26,006 19% 17,367 15% 28,806 24%
Toah .o $ 133874 100% § 115,52t 100% § 118,856 100%

For the year ended June 30, 2004, sales to government customers increased 12.4%, sales to commercial customers increased 5.9%
and sales to communications customers increased 49.7%, all compared with the prior fiscal year. To align with current
management responsibility, sales to a majority of our enterprise customers are reflected as sales to commercial customers.

During fiscal 2004, one commercial customer (Applied Materials) represented approximately 10% of our total sales and one

communications customer (Ericsson) represented approximately 8% of our total sales. We had no other customer whose sales
represented more than 5% of our total sales in fiscal 2004, 2003 or 2002.

GROSS PROFIT

Gross profit during fiscal 2004 compared to fiscal 2003 follows:

Fiscal years ended

June 30, Increase/
Thousands 2004 2003 (decrease)
Gross Profifi..cviseeeereeeireeireee e e $ 63,151 55,966 $ 7,185
Gross profit as a percent of sales:
Cost of products sold.......cccovveviniiniiennnn. 51.6% 50.2%
Intangible asset amortization............ccecceeeeee. 1.2% 1.4%
Gross Profit.....c.oveeecreinee e 47.2% 48.4%
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Gross profit as a percent of sales for the year ended June 30, 2004, decreased from levels noted in fiscal 2003 principally as a
result of a higher proportion of sales of lower margin products in relation to total sales. The decrease was due to the impact of
sales relating to several large, lower margin communications and commercial production orders. The Company’s policy is to
dispose of obsolete inventory as soon as practicable after such inventory has been identified as having no value. During fiscal 2004,
the sale of inventory written down to zero cost amounted to approximately $0.8 million, increasing gross margin as a percentage of
sales by 0.6%. During fiscal 2003, we sold approximately $1.0 million of inventory written down to zero cost, increasing gross margin
as a percentage of sales by 0.9%.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE

Selling, general and administrative (SG&A) expense during the fiscal year ended June 30, 2004 as compared to fiscal 2003
follows:

Fiscal years ended

June 30, Increase/
Thousands 2004 2003 (decrease)
SG&A expense..‘.....,..... .................................. $ 32,504 33,608 $ (1,104)

As a percent of sales.....c..ccovivvviiiiiiiiiniieninnnn, 24.3% 29.1%

For the year ended June 30, 2004, SG&A expense decreased 3.3%, compared to the prior fiscal year, due primarily to the cost
reduction efforts implemented in connection with the consolidation of operations during fiscal 2004, partially offset by the costs
added as a result of the acquisition of SBS Canada in June 2003. For these reasons, together with increased sales, SG&A
expense as a percentage of sales declined in fiscal 2004 compared with fiscal 2003.

RESEARCH AND DEVELOPMENT EXPENSE

Research and development (R&D) expense during fiscal 2004 as compared to the fiscal year ended June 30, 2003 follows:

Fiscal years ended

- June 30, Increase/
Thousands 2004 2003 (decrease)
R&D eXPense......ccccovurireiiiee e, $ 20,552 18077 § 2475
As a percent of SaleS.......ocevieinirieinieineiiiee 15.4% 15.6%

For the year ended June 30, 2004, R&D expense increased 13.7%, compared to the prior fiscal year, due primarily to the costs
added as a result of the acquisition of SBS Canada in June 2003. Increasing our intellectual property is a key element of our
growth strategy. During fiscal 2004, we introduced thirty-seven new products as we continue to implement this segment of our
strategy. Research and development expenses fluctuate from period to period throughout the life cycle of our research and
development efforts. As a percentage of sales, R&D expense during fiscal 2004 was in line with our development plans and
remained consistent with fiscal 2003 levels.

EMPLOYEE SEVERANCE AND CONSOLIDATION COSTS

On June 12, 2003, we announced that we would be closing our Carlsbad, California facility and consolidating its manufacturing
operations into our St. Paul, Minnesota facility, centralizing all manufacturing in the United States into one facility. This
consolidation was completed in August, 2003. As a result of these actions, we recorded employee severance and consolidation
costs totaling approximately $2.4 million during fiscal 2004. These costs included the following:

e Employee severance and related costs of $470,000 (recorded over the remaining service period in accordance with SFAS
No. 146, Accounting for Costs Associated with Exit or Disposal Activities) due to the reduction of our workforce. There
were no amounts remaining to be paid at June 30, 2004.

e  Other consolidation costs of $530,000 (recorded as incurred in accordance with SFAS 146) as a result of the consolidation
of our communications operations into other facilities. There were no amounts remaining to be paid at June 30, 2004.
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¢ Lease termination costs of $1.4 million, (recorded on the cease use date in accordance with SFAS 146) as a result of the
closure of our Carlsbad, California facility in August 2003. The lease termination costs represent the estimated fair
value of the remaining future lease payments and related obligations, net of sublease income, over the term of the lease.
The remaining lease obligations are expected to be paid monthly through April 2006.

For fiscal 2003, we recorded employee severance and consolidation costs totaling $1.7 million. This total includes approximately
$1.1 million recorded as a result of the announcement of the closure of our Carlsbad California facility, of which $290,000 was
employee severance and related costs and $841,000 was a leaschold improvement impairment charge. The fiscal 2003 total also
includes $412,000 of employee severance costs due to the elimination of 53 employees as a result of the economic and market
conditions facing our telecommunications customers and $186,000 of lease termination costs as a result of our decision to exit
certain locations during 2003. There were no amounts remaining to be paid at June 30, 2004.

AMORTIZATION OF INTANGIBLE ASSETS

For the fiscal year ended June 30, 2004, amortization of intangible assets was $0.6 million, compared to $0.4 million for fiscal
2003. Amortization expense increased in fiscal 2004 due to the amortization of the purchased identifiable intangible assets
recorded in connection with the acquisition of SBS Canada (formerly Avvida Systems) in June 2003.

INTEREST AND OTHER INCOME, NET

For the year ended June 30, 2004, net interest and other income of $634,000, included interest received in September 2003 in
connection with income tax refunds of payments made in prior periods of approximately $250,000. Excluding the interest on the
tax refunds in fiscal 2004, net interest and other income represented primarily interest income associated with increased cash
balances, which declined from fiscal 2003 levels as a result of lower interest rates.

FOREIGN EXCHANGE LOSSES

For fiscal 2004 and 2003, foreign exchange losses of $348,000 and $207,000, respectively, represent primarily realized and
unrealized losses on certain inter-company transactions that are denominated in non-functional currencies due to changes in
currency exchange rates as a result of the weakening of the U.S. doliar during fiscal 2004 and 2003.

INCOME TAX EXPENSE

For the year ended June 30, 2004 and 2003, income tax expense was recorded using worldwide effective tax rates of 30.0% and
32.8%, respectively. The change in the estimated worldwide effective income tax rate was due to the impact of a shift in the mix
of pre-tax income from domestic and foreign sources together with benefits realized as a result of the implementation of tax
planning strategies during the fourth quarter of fiscal 2004.

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE

For the vear ended June 30, 2003, we recorded a transitional impairment charge of $9.5 million (86,058,000 net of tax), reported
as a cumulative effect of change in accounting principle, as a result of our adoption of Statement of Financial Accounting
Standards No. 142, Goodwill and Other Intangible Assets, (SFAS 142) effective July 1, 2002.

EARNINGS PER SHARE

For the year ended June 30, 2004, net income per common share and net income per common share — assuming dilution was
$0.34. This compares to income per share and income per share — assuming dilution before the cumulative effect of the change in
accounting principle of $0.11 during the fiscal year ended June 30, 2003. Net loss per share and net loss per common share ~
assuming dilution was $(0.30) during the fiscal year ended June 30, 2003, including the impact of the cumulative effect of change
in accounting for goodwill of $(0.41) per common share as a result of our adoption of SFAS 142 effective July 1, 2002,
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Review of Business Segments

As a result of changes in management responsibility, our desire to enhance our regional-based sales and service to our European
customers and the June 2003 acquisition of SBS Canada (formerly Avvida Systems), we changed are reportable segments toa
structure based on geographic markets. This change has enabled management to focus on regional market development, alignment of
sales channels with customers’ product needs, and enhancement of customer service and satisfaction.

We are engaged in the design, research, development, integration and production of embedded computer products and we operate
worldwide through two operating segments: the Americas Group and the Europe Group. Both the Americas Group and the
Europe Group offer .our complete portfolio of embedded computer products to customers in the government, commercial and
communications end markets. Each segment has management who report directly to our Chief Executive Officer and its own sales
and distribution channels. The Americas Group consists of our operations based in the United States, Canada, and Shenzhen, China.
This includes the sales, engineering, and test activities in Albuquerque, New Mexico; Mansfield, Massachusetts; Newark, California;
Raleigh, North Carolina; St. Paul, Minnesota; and Waterloo, Ontario, Canada; the manufacturing and assembly operations located in
Albuguerque, New Mexico and St. Paul, Minnesota; and the sales and technical support activities based in Shenzhen, China. The
Europe Group consists of our operations based in Germany which include the sales, engineering, test, assembly, and manufacturing
activities located in Augsburg and Mindelheim, Germany.

The following is a discussion of sales to external customers and segment profit (loss) for each reportable segment. We measure
the results of operations for segments (Segment Profit (Loss)) based on income (loss) before income taxes and the cumulative effect of
change in accounting principle and before:

¢ the allocation of corporate overhead expenses other than marketing costs;
¢ substantially all amortization expense associated with acquisitions; and
e interest income earned on U.S. operations cash balances.

AMERICAS GROUP
Fiscal Years Ended

June 30, %
Thousands 2004 2003 change
Sales to External Customers................ $ 97,066 94,268 3.0%
Segment Profit ........cccccoveiviiiiiennnn $ 12,864 10,073 27.7%

Sales to External Customers. For the year ended June 30, 2004, sales to external customers increased approximately $2.8 million,
or 3.0%, compared to the prior fiscal year, as unit shipments increased across all the Group’s product lines, with the exception of
telecommunications product shipments which declined from prior year levels. The Group’s sales to external customers for the
year ended June 30, 2004 excludes approximately $3.5 million of sales to European customers as a result of our decision to
transfer the sales and support for these customers to our German operations. For fiscal 2004, these sales are included in the
Europe Group. Sales contributed by the acquisition of SBS Canada (formerly Avvida Systems) in June 2003 were approximately
$1.1 million for the year ended June 30, 2004.

Segment Profit. Segment profit increased $2.8 million, or 27.7%, for the year ended June 30, 2004, compared to the prior fiscal
year. Segment profitin fiscal 2004 increased over fiscal 2003 levels as a result of a change in sales mix to higher margin
products, together with reduced SG&A expenses due to management actions taken as a result of market conditions impacting
SBS during fiscal 2003 and 2002. In addition, segment profit in fiscal 2004 was unfavorably impacted by approximately $2.4
million of employee severance and consolidation costs recorded from the consolidation of our communications operations that
resulted in the closure of our Carlsbad, California facility in August 2003. This compares to approximately $1.7 million of
employee severance and consolidation costs recorded during fiscal 2003, of which $1.1 million was due to our announcement to
consolidate our communications operations resulting in the closure of our Carlsbad, California facility during the fourth fiscal
quarter of 2003, $412,000 of employee severance costs due to workforce reductions implemented as a result of the depressed
market conditions impacting our communications market customers throughout fiscal 2003, and $186,000 of lease termination
costs as a result of our decision to exit certain locations during 2003. For these reasons, segment profit as a percentage of sales to
external customers increased to 13.3% for fiscal 2004, compared with 10.7% for fiscal 2003.
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EUROPE GROUP

Fiscal Years Ended

June 30, %
Thousands 2004 2003 change
Sales to External Customers............... $ 36,808 21,253 73.2%
Segment Profit.........cc.ocoeveiereniieinnns $ 7.540 5138 46.7%

Sales to External Customers. Unit shipments of the Group’s products increased resulting in increased sales to external customers.
For the fiscal year ended June 30, 2004, sales to external customers increased $15.6 million, compared to the prior fiscal year, of
which approximately $2.7 million was the result of changes in currency exchange rates used to translate the Group’s financial
statements to U.S. dollars. The Group’s sales to external customers for fiscal 2004 included approximately $3.5 million of sales
resulting from our decision to transfer the sales and support for our European customers to our German operations.

Segment Profit. For the year ended June 30, 2004, segment profit increased $2.4 million, or 46.7%, compared to the prior year,
due primarily to the increase in sales, offset partially by an increase in SG&A and R&D expenses commensurate with the growth
in the business. For these reasons, segment profit as a percentage was 20.5% for fiscal 2004, compared to 24.2% for fiscal 2003.

Liquidity, Capital Resources and Financial Condition

Our objective is to maintain adequate financial resources and liquidity to finance our operations. We use a combination of
proceeds from the sale or issuance of equity securities and internally generated funds to finance our working capital requirements,
capital expenditures, acquisitions, and operations.

Our cash balance of $55.2 million at June 30, 2005 represents an increase of $7.3 million during the year ended June 30, 2005.
Net cash flows from operating activities and proceeds from the exercise of employee stock options were the principal sources of
funding, and cash was used for a mix of activities, including working capital needs and capital expenditures. We anticipate that
this trend will continue in the fiscal year ending June 30, 2006, however, future cash inflows as a result of employee stock option
exercises are difficult to predict.

Cash Flows
Changes to our cash balance during the years ended June 30, 2005, 2004 and 2003 follow:

Comparison of Condensed
Consolidated Statements of Cash Flows

Years Ended June 30,

2005 2004 2003
Cash Flow Provided by (Used in) Thousands

Operating activities............ervvereeerereerineievees e $ 9,796 8,289 16,832
INvesting aCtiVItIES.......coveereeeireie et ecseenea (3,537) (3,283) (4,390}
FInancmg activIies. ........c.ccveernmeeiirererenernnreneanes 1,374 5,646 (456)
Net effect on cash from:

EXChange rates......cccvvvvvmiereneniieeseeesiconenn (381) 161 333

Cummlative effect of change in accounting

principle (included in operating activities).......... -- -~ 6,058
Operating Activities

Cash flows from operating activities were principally the result of SBS’ net income, changes in working capital and the impact of
non-cash and non-operating activities, including depreciation and amortization of $5.7 million in fiscal 2005.
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The significant drivers of the changes in working capital during fiscal 2005 were as follows:

e The increase in accounts receivable used operating cash of $4.1 million, prior to foreign currency translation adjustments
of $0.3 million, due principally to the growth in sales.

e  The decrease in inventory provided operating cash of $4.5 million, prior to foreign currency translation adjustments of
less than $0.1 million, due principally to our efforts to reduce required inventory levels during fiscal 2005,

o The increase in income taxes payable, net of the increase in our deferred tax assets, provided cash from operations of
approximately $1.9 million in fiscal 2005.

s  Excluding the increase in income taxes payable, our total liabilities decreased by approximately $2.0 million, in fiscal
2005, due primarily to the timing of payments, and we continue to have no bank debt as of June 30, 2005.

Investing Activities

Our principal recurring investing activity is the funding of capital expenditures necessary to support the growth of our business
and to enhance the productivity of our operations. During fiscal 2005, we used $3.5 million for the purchase of property and
equipment, consistent with our plans.

Financing Activities

We received proceeds of $1.4 million from the issuance of common stock associated with the exercise of employee stock options
in fiscal 2005.

Exchange Rates

Changes in foreign currency exchange rates impacted beginning cash balances during the year ended June 30, 2005 by
approximately ($381,000). Due to the Company’s international operations, where transactions are recorded in functional
currencies other than the U.S. dollar, the effects of changes in foreign currency exchange rates on existing cash balances during
any given period results in amounts on the consolidated statements of cash flows that may not reflect the changes in the
corresponding accounts on the consolidated balance sheets.

Cash Requirements

On March 30, 2005, we entered into a revolving line of credit agreement (Credit Agreement) with Wells Fargo Bank National
Association. The credit agreement provides for borrowings for working capital and general corporate purposes of up to $20
million and any outstanding borrowings are due and payable in full on March 28, 2006. The Credit Agreement is secured by a
first priority lien in substantially all assets of SBS. Interest on borrowings is set forth in each promissory note executed under the
terms of the Credit Agreement which are either payable on a variable basis at the Wells Fargo Bank prime rate or payable for a
fixed rate term of either one, two or three months at a rate of LIBOR plus 1.75%.

Effective on May 9, 2005, the Credit Agreement was amended (First Amendment to Credit Agreement) to modify the minimum
tangible net worth requirement defined in Section 4.9(a) of the agreement to exclude the impact of foreign currency translation
adjustments from the minimum required balance.

The terms of the Credit Agreement, as amended, require SBS to comply with certain financial and other covenants, including but
not limited to:

e an Adjusted Tangible Net Worth balance of not less than $109,129,000, plus 50% of quarterly net income beginning
with the quarter ended March 31, 2005, excluding any loss quarters, plus all proceeds from equity offerings;

(Adjusted Tangible Net Worth defined as total stockholders’ equity minus the aggregate of any intangible assets;
any treasury stock, any receivables from stockholders’, employees and/or affiliates; and foreign currency
translation adjustments)

e aLeverage Ratio of not greater than 0.50 to 1;

(Leverage Ratio defined as total liabilities divided by Tangible Net Worth. Tangible Net Worth defined as total
stockholders’ equity minus the aggregate of any intangible assets; any treasury stock; and any receivables from
stockholders’, employees and/or affiliates)

e a Quick Ratio of not less than 1.75 to 1;

(Quick Ratio calculated as fotal current assets excluding inventory, divided by total current liabilities)
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s an average Accounts Receivable Days Outstanding balance of no more than 90 days; and

{Accounts Receivable Days Qutstanding calculated as average net trade receivables divided by net sales for the
period times the number of days in reporting period)

e arequirement to maintain profitable operations defined as no more than two (2) consecutive loss quarters or a net loss for
the total fiscal year. :

In addition, under the terms of the Credit Agreement, we are required to maintain our primary operating accounts with Wells
Fargo Bank or maintain a balance of not less than $20 million on deposit with the bank. As of June 30, 2005, we had not
completed the transition of our primary operating accounts to Wells Fargo Bank, however, our balance on deposit with the bank
was in excess of $20 million.

As of the date of this report, we have no borrowings outstanding under the Credit Agreement and we were in compliance with all
financial covenants required under the terms of the amended Credit Agreement as of June 30, 2005.

We believe the funds available under the revolving line of credit agreement and our internally generated cash flows will provide
us with sufficient capital resources and liquidity to manage our operations, meet our contractual obligations, and fund capital
expenditures, excluding acquisitions, for at least the next twelve months. Because long-term cash flow cannot be predicted with
certainty, it is possible that we could require additional external financing in the future and that the financing may not be available
on terms acceptable to us or at all.

Capital Resources

As of the date of this report, we do not have any material capital expenditure commitments.

Contractual Obligations

We are committed under non-cancelable operating leases for buildings and equipment thét expire at various dates through fiscal

2015. The following is a schedule of our contractual obligations at June 30, 2005:

CONTRACTUAL OBLIGATIONS

Payments due by fiscal years ending June 30,

2007 - 2009 - 2011 and

Thousands : Total 2006 2008 2010 beyond
Operating lease obligations................... $ 13,318 2,353 3,656 3,234 4,075
Total 3 13,318 2,353 3,656 3,234 4,075

Off-Balance Sheet Arrangements

As of June 30, 2005, we had no transactions that would be considered off-balance sheet arrangements in accordance with the
definition under SEC rule.

Inflation
For the periods ended June 30, 2005, 2004 and 2003, we experienced no significant impact from inflation.
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Business Outlook

Consistent with our press release dated August 9, 2005, fiscal year 2005 was a year of mixed results, but overall we are pleased
with the long-term partnerships we are building with our customers, and we are excited about our future. With the targeted
investments we have made, we believe our infrastructure is now in place for leveraged growth. We are executing our strategy,
which we believe will deliver growth in sales and earnings over the next several years.

In fiscal 2003, we introduced our AdvancedMC product line for communications applications. As a result of meetings with
customers, and the industry focus on the emerging AdvancedTCA market, we believe we have developed the right products. The
agreement with IBM® to develop an AdvancedMC carrier card for IBM eServer® BladeCenter™ systems capable of using up to
four AdvancedMC modules, which we announced in June 2005, is an example of the type of applications we are pursuing. The
agreement will allow us to sell the SBS carrier card along with our AdvancedMC solutions to IBM server customers in all
markets. Since we announced our AdvancedMC product line at SUPERCOMM® in June 2005, we have generated interest from
customers as measured by increased leads and web site inquiries.

Additionally, we have had great success in achieving design wins in the government military systems market. Our systems are
now recognized by customers as being a cost effective open standard based solution for both flight and mission computer
applications. We believe we will continue to close new design wins; and since many of our existing design wins have completed
the development and qualification phase, we expect to see an increase in production orders in fiscal year 2006; however, actual
results may vary. Increasing our presence in the government military systems market is a key element of our growth strategy.

In the commercial market, we are pursuing opportunities by focusing our business development efforts on semiconductor
manufacturing equipment, image processing, and medical electronics applications. These are segments of the commercial market
that require high performance solutions which we believe are a good fit for our product portfolio.

Looking forward, based on our forecasts, we expect that a significant amount of our revenue growth for fiscal year 2006 will
occur in the second half of the fiscal year. This is due to two primary factors: we expect revenues from AdvancedMC products to
begin to ramp up during the later part of the year, and based on customers’ forecasts, orders for military systems will increase as
we progress through the fiscal year. In addition, for fiscal year 2006, we expect sales to Ericsson to continue at approximately the
same dollar sales level compared to fiscal year 2005. For fiscal year 2006, we expect revenue between $165 million and

$175 million; however, actual results may vary. In addition, based on our backlog and our customers’ forecasts, we expect
revenue for the first quarter of fiscal year 2006 ending September 30, 2005 to be between $35 million and $37 million; however,
actual results may vary. Over the past several years, the September quarter has been the lowest sales quarter of the fiscal year,
and we expect this to continue.

Management expects that corporate representatives of SBS will meet privately during the year with investors, investment
analysts, the media and others, and may reiterate the Business Outlook published in this Form 10-K. At the same time, this Form
10-K and the included Business Outlook will remain publicly available on our web site at www.sbs.com. Unless a notice stating
otherwise is published, the public can continue to rely on this Business Outlook as representing our current expectations on
matters covered. -

Recently Issued Accounting Standards

In November 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No.
151 (SFAS 151), Inventory Costs. SFAS 151 amends the guidance in ARB No. 43, Chapter 4, Inventory Pricing, to clarify the
accounting for abnormal amounts of idle facility expense, freight, handling charges and wasted material (spoilage). SFAS 151
requires all such (abnormal) costs to be treated as current-period charges under all circumstances. In addition, fixed production
overhead should be allocated based on the normal capacity of the production facilities, with unallocated overhead charged to
expense when incurred. SFAS 151 shall be effective for inventory costs incurred during fiscal years beginning after June 15,
2005, however, earlier application is permitted for fiscal years beginning after the date SFAS 151 was issued. The adoption of
SFAS 151 did not have a material impact on our financial condition, results of operations or cash flows.

In December 2004, the FASB issued SFAS No. 123 (Revised 2004), Share Based Payment: an amendment of SFAS 123 and
SFAS 95 (SFAS 123R). SFAS 123R replaces SFAS 123, supersedes APB 25, and amends SFAS No. 95, “Statement of Cash
Flows.” SFAS 123R requires companies to recognize in the income statement the grant-date fair value of stock options and other
equity-based compensation issued to employees. While the fair value method under SFAS 123R is very similar to the fair value
method under SFAS 123 with respect to measurement and recognition of stock-based compensation, management is currently
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evaluating the impact of several of the key differences between the two standards on our financial statements. For example, SFAS
123 permits us to recognize forfeitures as they occur, while SFAS 123R will require us to estimate future forfeitures and adjust
our estimate on a quarterly basis. SFAS 123R will also require a classification change in the statement of cash flows; whereby, a
portion of the tax benefit from stock options will move from operating cash flows to financing cash flows (total cash flows will
remain unchanged). We have not yet determined whether we will use the Black-Scholes method in our adoption of Statement
123R. We are required to adopt SFAS 123R during the first quarter of our fiscal year ending June 30, 2006, which ends
September 30, 2005.

On April 21, 2005, the Board of Directors of SBS approved the acceleration of the vesting of all outstanding unvested stock
options with an exercise price greater than $9.22 (the Acceleration). The Acceleration was effective for all such options
outstanding on April 21, 2005, all of which were granted by the Company when the accounting rules permitted use of the
intrinsic-value method of accounting for stock options. All of the other terms and conditions applicable to such outstanding stock
option grants still apply. SBS’ decision to accelerate the vesting of these options was in anticipation of compensation expense to
be recorded subsequent to the effective date of SFAS 123R on July 1, 2005 in connection with outstanding unvested stock options
issued to employees. As a result of the Acceleration, options to purchase approximately 1.3 million shares of SBS’ common
stock became immediately exercisable. Due to the Acceleration, SBS will not recognize future compensation expense totaling
approximately $2.5 million in fiscal years ending June 30, 2006 and beyond (estimated using the Black-Scholes fair value model).
The $2.5 million of stock-based compensation expense which otherwise would have been reported in future periods, is reflected
in the pro forma footnote disclosures, assuming we had applied the fair value recognition provisions of SFAS 123, in our fiscal
year ended June 30, 2005 consolidated financial statements included elsewhere in this Form 10-K as permitted under the
provisions of SFAS 123 prior to its revision. We do not believe the adoption of SFAS 123R will have any significant effect on
our financial position or cash flows. However, as a result of the Acceleration, there are approximately 101,000 unvested stock
options outstanding as of June 30, 2005 in which the unrecognized future compensation expense was approximately $180,000, of
which $130,000 will be recorded in the fiscal year ending June 30, 2006.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

SBS’ principal investment is cash invested in either money market accounts or in overnight repurchase agreements. Due to the
nature of these investments, we believe that the market risk related to these investments is minimal. As a result of our German
and Canadian operating and financing activities, we are exposed to market risk from changes in foreign currency exchange rates.
At present we do not utilize any derivative instruments to manage this risk.

Currency translation. The results of operations of our foreign subsidiaries are translated into U.S. dollars at the average exchange
rates for each period concerned. The balance sheets of foreign subsidiaries are translated into U.S. dollars at the closing exchange
rates. Any adjustments resulting from the translation are recorded as translation adjustments in other comprehensive income. As
of June 30, 2005, assets of foreign subsidiaries constituted approximately 38% of total assets. Foreign currency exchange rate
exposure is most significant with respect to the Euro. For the fiscal year ended June 30, 2005, net sales were positively impacted
by the appreciation of foreign currencies, primarily the Euro, versus the U.S. dollar by approximately $3.2 million.

Currency transaction exposure. Currency transaction exposure arises where a business or company makes actual sales and
purchases in a currency other than its own functional currency. We generally source raw materials and sell our products within

our local markets in their functional currencies and therefore have limited currency transaction exposure.

Item 8. Financial Statements and Supplementary Data
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Report of Independent Registered Public Accounting Firm

The Board of Directors
SBS Technologies, Inc.:

We have audited the accompanying consolidated balance sheets of SBS Technologies, Inc. and subsidiaries (SBS
Technologies) as of June 30, 2005 and 2004, and the related consolidated statements of operations, changes in
stockholders’ equity and comprehensive income, and cash flows for each of the years in the three-year period ended
June 30, 2005. These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of SBS Technologies, Inc. and subsidiaries as of June 30, 2005 and 2004, and the results of their
operations and their cash flows for each of the years in the three-year period ended June 30, 2003, in conformity with
U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of SBS Technologies’ internal control over financial reporting as of June 30, 2005, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) and our report dated September 2, 2005 expressed an unqualified opinion on
management’s assessment of, and the effective operation of, internal control over financial reporting.

KPMGLLP

Albuquerque, New Mexico
September 2, 2005
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Report of Independent Registered Public Accounting Firm

The Board of Directors
SBS Technologies, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting, that SBS Technologies, Inc. (SBS Technologies) maintained effective internal control over
financial reporting as of June 30, 2005, based on criteria established in Infernal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Management of SBS
Technologies, Inc. is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion
on management’s assessment and an opinion on the effectiveness of the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, evaluating management’s assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding the
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that SBS Technologies maintained effective internal control over financial
reporting as of June 30, 2003, is fairly stated, in all material respects, based on the criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Also, in our opinion, SBS Technologies maintained, in all material respects, effective internal control over
financial reporting as of June 30, 2003, based on the criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of SBS Technologies, Inc. and subsidiaries as of June 30, 2005 and 2004, and
the related consolidated statements of operations, changes in stockholders’ equity and comprehensive income, and
cash flows for each of the years in the three-year period ended June 30, 2005 and our report dated September 2, 2005
expressed an unqualified opinion on those consolidated financial statements.

KPMG LLP
Albuquerque, New Mexico
September 2, 2005
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

Assets (note 6)

Current assets:

Cash and cash equIVaIENLS. ..........ocveieiririiie e
ReceiVaDIES, T8 ...oivvveiciiiciie ettt e bt
TIIVEIIEOTIES. . evveveeeecareireeeeeie ettt eeee ekt eteeeaee s e esbetaesaesaeesrseacenre s sesbases
Incomie tax 1CEIVADIE. ..o
Deferred MCOME tAXES. .......eieerreeeeritiierieeeeecereenraeree e seasieseseeseninen

Prepaid eXPenSes. .. ..o
OthET CUITEIIE ASSELS . cvvvvieriieireeerreeiereeoaeeeerresseeesaeeserensaeseeseessseessnesssens

Intangible aSSEtS, NEL.....ccvevrveverrreireir e e
Deferred MCOMIE TAXES...c.viicurirrrriraeeisrrasrisiaresoaessieasiressertassassassesssssssnes
L0 61 o Tt £ S PPN

Tt BSSEES . teuviiivrictieee sttt et ettt seava b enn e e eae e sreeaten

Liabilities and Stockholders' Equity

Current liabilities:

AcCOUNtS PAYADIE.......ooi i e
Accrued representative COMMUSSIONS. .......everecrrerrrerrerereersraeeseensasennees
Income taxes payable. ... s
Accrued COMPENSATION. ....c...ecvievesieiceeierrireeeereeestreeseesee s eraeaeseessreevane
Accrued severance and consolidation COStS.....ovivieirvvrivneeiiesenienenens
Other current BADIHEES .......veeevveeiivieiieecereisece e
Total current EabIltES. .......ceeecrcriiirercre e
Other Jong-term HabilitIes. .. ......oovovivuiiieeeneieicee e
Total BABIHHES. .. ..eoveieeeiesi ettt b

Commitments and contingencies (notes 6, 10, 12, 15 and 16)

Stockholders' equity:
Common stock, no par value; 200,000,000 shares authorized,
15,645,929 issued and outstanding at June 30, 2005,
15,496,949 issued and outstanding at June 30, 2004

Uneamed COmMPENSAtION .....c.veivieeeriirririaeesirerrensaae e ersraesnasessessesseans
Accurmulated other comprehensive INCOME...........cooevinverriereneneninninnns
Retamed arniNgS. .......coevvieieiieaiiie e ceieeir et e e

Total stockholders' €qUILY.........covvrveveniiniciini e
Total liabilities and stockholders’ equity.........occovvveiieeerioiriceree

June 30,
2005

June 30,
2004

Thousands (except share amounts)

55,195 47,943
27,535 23,776
21,815 26,249
-- 983
1,361 1,351
1,676 1,573
718 332
108,300 102,207
7,635 7,979
16,995 16,734
3,108 4,764
15,529 13,173
891 279
152,458 145.136
4,509 6,854
819 889
3,051 -
4,851 4,893
424 870
2,785 1,986
16,439 15,492
132 17
16,571 15,509
98,369 96,601
(84) (29)
2,014 1,891
35,588 31,164
135,887 129,627
152,458 145.136

See accompanying notes to consolidated financial statements
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended June 30,
2005 2004 2003
Thousands (except per share amounts)

SBIES.. oottt e $ 152,437 133,874 115,521
Cost of sakes: .
Cost of products SOI.......cccevvciriiiiiniciict e 84,379 69,145 58,002
Amortization of intangible assets.........cocoovoiinciinniiinennne 1,542 1,578 1,553
Total cost 0f SAleS.......ocvviviirieie e 85,921 70,723 59,555 i
GIOSS PIOSI. ..ot 66,516 63,151 55,966
Selling, general and admMINISrative eXPENSe.....ccoveeevrveeerrerennn. 35,746 32,504 33,608
Research and development Xpense..........coocevvereerenrcorirnnnnns 24,919 20,552 18,077
Employee severance and consolidation COStS..........cccoevennene, -- 2,400 1,729
Amortization of Itangible assets.........coeoverierverirecnriernennas 303 563 387
Operating MCOMIE....c.vevrrere i srsesreserieiere s ensrenenerene e 5,548 7,132 2,165
Interest and other INCOME, NBL......c.ccrvviieeiiiicnrecrrecrie e, 941 634 434
Foreign exchange 10S8€s.........cocconiimrceneennninincncmennecnnns (77) (348) (207
864 286 227
Income before mcome taxes and cumulative
effect of change i accounting principle.........coocoovvecrrneenn 6,412 7,418 2,392
INCOME tAX EXPENSE. . .vvvveeririserreriereireensseenaeeeseeressasesesssseneas 1,988 2,225 784
Income before curnulative effect of
change in accounting prmciple........c.coooveviiiernincicencnnn. 4,424 5,193 1,608
Curmlative effect of change in accounting
principle (net of income tax benefit of $3,412)........cc.c.... -- -- {6,058)
Net income (I08S).....oceeeeiieiieiereieieeeeiee et eae s $ 4,424 5,193 (4,450)
Earmmngs per share data:
Net income (loss) per share;
Income before cumulative effect..........coooeviecriiccninn, $ 0.28 0.34 0.11
Cuniative effect of change in accounting principle............... -~ -- 0.41)
Net COME (J08S)...vveeiiieircieaisieerencceveec e e, $ 0.28 0.34 (0.30)

Weighted average shares used i net income
per Share COMPULALIONS. ......coveververieeeeriercrneereerenreensecraeseenns 15,567 15,146 14,605

Net income (loss) per share - assuming ditution:

Income before cumulative effect.......cooevieniiiiens $ 0.28 0.34 0.11
Curmulative effect of change i accounting principle. .............. -- -- (041
Net MCOME (J085)..rirvariieeeiiererrrieesiaseniessasasensaresasesasasssenenss $ 0.28 0.34 (0.30)

Weighted average shares used m net income
per share - assuming dilution compUAtions...........ccvevveveennen. 15,718 15,477 14,630

See accompanying notes to consolidated financial statements
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

Years ended June 30, 2005, 2004 and 2003

Accusmulated
other Total Compre-
Uncamed  conpre- stock- hensive

Conmon stock conpen- hensive Retained holders’ income
Shares Anput  sation income eartings  Equity (loss)

Thousands (except share arourts)
Batances at June 30, 2002.......covecrvirecriinennennenns 14,628,709 § 86,338 - (3,113) 30421 113,646
Exercise of stock optiors..... 5,560 13 - - - 13
Restricted stock awards ssuedto dnecrols 14,039 312 110 -- - 202
Stock-based cONPEMSAAL .....voc.ccevererernensnsessienns -- -- 73 - - 73
Stock repurchased and retired........onveevsecervecniinnn, (46,000) (321) - - - (321)
Acquisttion of Awvida Systens, Inc........oovcivvvn. 386,940 3,574 - - - 3,574
Conpretensive incotre (Joss):
Net bss.... et et - - - - (4450) (44500 $  (4450)
Other corrpzehemve ncone:
Foreign curency tramshtion adjustrrents............. - - - 3,370 - 3,370 3,370
Corrprehensive ICOIE (I088). ... vecrveeernccnnnnen §_ (1.080)
Balarces at June 30, 2003.......ccovoonvceennvccniee. 14,989,248 89,916 (37 257 259711 116,107
Exercise of tock OptorS......eeveeersmvmseccrsmnenrinnns 496,425 5,646 - - - 5646
Stock-based COMPENSALON. ..........ovevvverirsirianerinns - -- 96 - - 96
Incone tax bereftt fomstock option eXercses ...... - 951 - - 951
Restricted stock awards ssued to directors ........... 11,276 88 (8%) - - -
Corrprefensive incorre
NELIIOTE. e ver e revcesascnerssencesecssvens -- -- - - 5,193 5193 § 5193
Other corrprehensne moone:
Foreign curency transhtion adjismetts............. -- - -- 1,634 - 1,634 1,634
ConpreherSIve I0OME. ......ceeveeeerccecerecsereannrece $ 6827
Balinces at June 30, 2004......cevcvevrcrconconnen. 15,496,949 96,601 (29) L&l 3Ll 129,627
Exercise of stock optiors.... 142,730 1,374 -- - - 1,374
Incone tax benefit fromstock option exercises ... -- 146 - - -- 146
i -~ - 193 - - 193
6,250 248 (24%) - - -
-- -~ - - 4,424 4424 § 444
- - - 123 - 123 123
$__ 4547
15645929 $_98369 (84 2014 _ 35588 _ 135887

See accompanying notes to consolidated financial statements
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended June 30,

2005 2004 2003
Thousands
Cash flows from operating activities:
NEt NCOME (I0SS)...vveeriariieriririeries e re st etere e bbb $ 4,424 5,193 (4,450)
Cunmlative effect of change in accounting principle, net.........ococcevene. -- -- 6,058
Income before cumulative effect of change...........ccovcivevicncc e, 4,424 5,193 1,608
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization.........c.coccevvvvrerieeieieeerssieennseseonas 5,737 6,040 6,851
Bad debt eXpense............cooevieriiiiic s 39 - 81 458
Deferred MCOME LAXES.......c..covviviieeicreecvieieeeei et ere e 2,216) (1,794) 6,200
Income tax benefit from stock option eXercises........cooccverreererencen 146 951 --
(Gain) loss on diSPOSHION 0L ASSELS....eevvrireereesvirierrrinreereranrreeseones 9 6 16
Foreign exchange 1088eS......ccocovieceiioee e 77 348 207
Non-cash compensation............cocveerreeiincernninee e, -- 80 --
Stock-based compensation, mcluding restricted
stock awards issued to dIreCIOrS. .. ..ccevcvivrecrirrennrcneereee e, 193 96 275
Changes i assets and liabilities (net of acquisitions):
RECEIVADIES. ..ot 4,075) (371 (288)
IOVEDIOTIES. .. vttt ettt b bttt aan e e 4,483 (9,114) 2,212
Prepaid expenses and Other...........c..coovrvrienrireeveveseeeeeeennoon, (1,104) 217 {614)
AcCoUnts Payable.......cc.ooviiiiiiii e (2,4006) 2,682 (667)
Accrued representative COMMISSIONS. ......c.vevvererrerrereensernaranseniens (68) 191 153
INCOIMIE tAXES. ..o vve i eeeireiiieete ettt er et e e e abae e ens 4,102 3,835 73
Accrued COMPENSALIONL.....c...eveieirirraereeeirecreeerereseeneeessaeseeenasens (26) 229 455
Accrued severance and consolidation Costs.........coccceeriinnnnne (446) 646 --
Other TabIHES. ......oovveierieers et 945 (1,027) (107)
Net cash provided by operating 8CHVILIES. ...........c.vererrererernrenins 9,796 8,289 16,832
Cash flows from investing activities:
Business acquisitions, net of cash acquired..........c.ocooviivviveriieniennne, -- 104 (2,643)
Acquisttion of property and eqUIPMENL...........ccvvievererriirerereeenrennane, (3,510) (3,387) (1,431
Purchase of license agreement.........c..overvrvireeniieenceciriese e 27 - (323)
OHRET. ettt ettt e a e -- -- 9
Net cash used by Mvesting ACtiVILIES.........oveevrireeeiiiiereeie e rienn, (3,537) (3,283) (4,390)
Cash flows from financing activities:
Payments onnotes payable........o.oeeviee i -- -- (148)
Repurchase and retirement of common stock........c.ccooevvviriiiienennn, -- -- 32D
Proceeds from exercise of stock Options.........occoiverveirieeiecccnienerinnns 1,374 5,646 13
Net cash provided (used) by financing activities. ...........c...eeervnnne. 1,374 5,646 (456)
Effect of exchange rate changes on cash........c.ooocveveinciniveniecins (381) 161 333
Net change in cash and cash equivalents............coocoeeeiveeeiveeennn, 7,252 10,813 12,319
Cash and cash equivalents at beginning of period..........c.oceecvvrecrienane. 47,943 37,130 24,811
Cash and cash equivalents at end of period.........cccoovveviovicveviceienene. $ 55,195 47,943 37,130
(Continued)
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS - (Continued)

Years ended June 30,

2005 2004 2003
Thousands
Supplemental disclosure of cash flow information:
Interest Pad....c.eceirerrren et s S -- -- 12
Income taxes paid (received), Det.......coccverirnrininnrininnieenerenns A 792 (@27 (4.256)
Non-cash financing and mvesting activities -
common stock issued for ACqUISTHONL ......c.vvvveeririrrecirie e, $ -- -- 3.574
Summary of assets acquired and liabilities
assumed through acquisitions
CUITENE ASSEIS.....vvvvervcirecererniereiereseresiascentesnseseseensesaensessesseressresasssers $ -- -- 437
Property and equipmMent, D6t........cc.cvuurerverrernrerrsrsrneseresesnsresneseeonsnnens -- -- 388
Deferred MCOME taXES........covirerinerinininiirin e e -- -- 280
GOOAWIIL.......oovevericriiresirin et e nesnns -- -- 3,496
INtANGDIE BSSELS...vveeeieeriirerierie sttt -- -- 67
Identifiable mtangible SSELs...........oeecrirmiinio -- -- 2,170
Current BabilES.......c.cvvvererircinrrre e e -- -- (473)
Notes payable........c.ocoviiiiiiciii -- -- (148)

See accompanying notes to consolidated financial statements
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Overview

SBS Technologies, Inc. (“SBS” or “the Company”) designs and builds open-architecture embedded computer products that
enable original equipment manufacturers to serve the government, commercial, and communications end markets.
Embedded computer products are put inside or made part of larger systems to process information, control machines, move
computer data between machines, and interact with people. SBS’ product line ranges from individual embedded computer
components like input/output modules, bus adapters, carrier cards, system enclosures, FPGA boards and single board
computers, to network switches, blades and fully integrated systems, and many of these products are available in ruggedized or
high availability versions. The Company’s products have application in diverse industries, including space and aviation,
telecommunications, military and government, transportation, telemetry, robotics, networking, broadcasting, wireless
communications and medical imaging. SBS has operations in New Mexico, Minnesota, North Carolina, California,
Massachusetts, Germany, Canada and China.

1) Summary of Significant Accounting Policies
(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and all of its
subsidiaries. All inter-company accounts and transactions have been eliminated.

(b) Cash Equivalents

Temporary investments with original maturities of ninety days or less are classified as cash equivalents. At
June 30, 20035, substantially all cash was held at three financial institutions.

(c) Inventories
.Inventories are valued at standard cost, which approximates the lower of weighted average cost or market.
(d) Property and Equipment

Property and equipment are carried at cost. Depreciation of property and equipment is provided for by straight-
line and accelerated methods over the estimated useful lives of the assets. Leasehold improvements are
depreciated over the shorter of the life of the lease or the estimated useful lives of the assets.

(e) Goodwill and Other Intangible Assets

Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill and intangible
assets acquired in a business combination and determined to have an indefinite useful life are not amortized, but
instead tested for impairment at least annually in accordance with the provisions of Statement of Financial
Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets” (SFAS 142). SFAS 142 also
requires that intangible assets with estimable useful lives be amortized over their respective estimated useful lives to
their estimated residual values, and reviewed for impairment in accordance with SFAS No. 144, “Accounting for
Impairment or Disposal of Long-Lived Assets” (SFAS 144).

The Company conducts its annual impairment test as of April 1 of each fiscal year. To accomplish this, the
Company is required to identify its reporting units and determine the carrying value of each reporting unit by
assigning the assets and liabilities, including the existing goodwill and intangible assets, to those reporting units as
of the test date. The Company is required to perform the second step of the impairment test if the carrying amount
of a reporting unit exceeds its fair value. In this second step, the Company would compare the implied fair value
of the reporting unit goodwill with the carrying amount of the reporting unit goodwill, both of which were
measured as of the date of the test. The implied fair value of goodwill would be determined by allocating the fair
value of the reporting unit to all of the assets (recognized and unrecognized) and liabilities of the reporting unit in
a manner similar to a purchase price allocation, in accordance with SFAS No. 141, “Business Combinations.” The
residual fair value after this allocation would be the implied fair value of the reporting unit goodwill.
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The Company adopted the provisions of SFAS 142 as of July 1, 2002. In connection with SFAS 142’s transitional
goodwill impairment evaluation, the Company performed an assessment of whether there was an indication that
goodwill is impaired as of the date of adoption. The implied fair value as of July 1, 2002 for two reporting units
tested was less than the carrying amount requiring an impairment loss to be recognized.

Amortization expense associated with completed technology assets and license agreements is recorded as a
separate component of cost of sales over their respective estimated useful lives consistent with the requirements of
SFAS No. 86, “Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed.” The
Company reclassified intangible asset amortization associated with completed technology assets and license
agreements of approximately $1.5 million and $1.6 million to costs of sales in the fiscal years ended June 30,
2004 and 2003, respectively, that was previously reflected in the caption “amortization of intangible assets”
within costs of operations.

Impairment of Long-Lived Assets

The Company reviews long-lived assets, such as property, plant, and equipment, and purchased intangibles subject to
amortization, for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable in accordance with the provisions of SFAS 144. Recoverability of assets to be held and
used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows
expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an
impairment charge is recognized equal to the excess of the carrying amount of the asset over the fair value of the asset.
Assets to be disposed of would be separately presented in the balance sheet and reported at the lower of the carrying
amount or fair value less costs to sell, and the assets would no longer be depreciated. The assets and liabilities of a
disposed group classified as held for sale would be presented separately in the appropriate asset and liability sections
of the balance sheet.

Goodwill and intangible assets not subject to amortization are tested annually for impairment, and more frequently if
events and circumstances indicate that the asset might be impaired. An impairment loss is recognized to the extent
that the carrying amount exceeds the asset’s fair value.

Revenue Recognition

The Company accounts for revenue recognition based on the guidance in Staff Accounting Bulletin No. 104,
“Revenue Recognition in Financial Statements.” Revenue from product sales is recognized upon shipment to
customers, provided the Company has received a valid purchase order, the price is fixed, title has transferred,
collection of the associated receivable is reasonably assured, and there are no remaining significant obligations.
Our standard terms and conditions contain the shipping terms of FOB shipping point, which provide for transfer
of title and risk of loss upon our delivery to the carrier. Where customer acceptance provisions exist, the Company
defers revenue recognition until acceptance by the customer unless the Company demonstrates the product meets
the customer specified criteria upon shipment provided all other revenue recognition criteria have been met.

Income Taxes

The Company accounts for income taxes under the asset and liability method. Deferred income taxes are
recognized for the tax consequences of differences between the financial statement carrying amounts and the tax
bases of existing assets and liabilities by applying enacted statutory tax rates applicable to future years. The effect
on deferred taxes of a change in tax rates is recognized in income in the period that includes the change. Valuation
allowances are established when the Company determines it is more likely than not that all or a portion of a
deferred tax asset will not be realized.

Financial Instruments

The Company’s financial instruments are cash and cash equivalents, accounts receivable, and accounts payable.
The carrying amounts of these financial instruments, because of their nature, approximate fair value.
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Reclassifications

Certain amounts in the prior year financial statements have been reclassified to conform to the current year
financial statement presentation. The reclassifications had no effect on net income, earnings per share, total
assets, total liabilities or shareholders’ equity.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Stock Based Compensation

The Company applies the intrinsic-value-based method of accounting prescribed by Accounting Principles Board
(APB) Opinion No. 25, “Accounting for Stock Issued to Employees”, and related interpretations, to account for its
fixed-plan stock options. Under this method, compensation expense is recorded on the date of grant only if the
current market price of the underlying stock exceeded the exercise price. Substantially all stock-based
compensation reflected in reported net income (loss) relates. to restricted stock award grants to members of the
Company’s Board of Directors, as all employee stock options granted under the Company’s stock option plans had an
exercise price equal to the market value of the underlying common stock on the grant date.

SFAS No. 123, “Accounting for Stock-Based Compensation,” (SFAS 123) established accounting and disclosure
requirements using a fair-value-based method of accounting for stock-based employee compensation plans. As
allowed by SFAS 123, the Company has elected to continue to apply the intrinsic-value-based method of
accounting described above, and has adopted only the disclosure requirements of SFAS 123, as amended by SFAS
No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure.” The following table illustrates
the effect on net income (loss) and net income (loss) per common share if the company had applied the fair value
recognition provisions of SFAS 123 to stock-based employee compensation.

Thousands Years ended June 30,

(except per share amounts) 2005 2004 2003
Net income (loss), as reported....................................; ............ $ 4,424 5,193 (4,450)

Add: stock-based employee compensation
expense included m reported net mcome
(loss), net of related tax effectS......oovviiiiv e e, 118 58 167

Deduct: stock-based employee compensation
expense determined under fair value method :
for all awards, net of related tax effécts........oocevveeciiiennnenn, (4,934) (1,714) (3,341) .

Pro forma net Come (JOSS)......vrvevereereriverairereeeeereenserserssseaens $ (392) 3,537 (7.624)
Net income (loss) per common share:
ASTEPOITEd. ... ve ettt 3 0.28 0.34 (0.30)
PEO fOTII. 1vvvcovvvrcereesessssnsesencesesenresesenssses s sssssses e $ (0.03) 0.23 (0.52)
Net incone (loss) per cormmon share - assuming dilution.
AS TEPOTIEG. vttt essese s s $ 0.28 0.34 (0.30)
PO fOIMA....oovviivieiicicteecie ettt s $ (0.03) 0.23 (0.52)

49




SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

On April 21, 2005, the Board of Directors of SBS approved the acceleration of the vesting of all outstanding unvested
stock options with an exercise price greater than $9.22 (the Acceleration). The Acceleration was effective for all such
options outstanding on April 21, 2005, all of which were granted by the Company when the accounting rules permitted
use of the intrinsic-value method of accounting for stock options. All of the other terms and conditions applicable to
such outstanding stock option grants still apply. Under APB 25, the Acceleration did not result in recognition of
stock-based compensation expense because the exercise price for all stock options subject to the Acceleration was in
excess of the then current market price. The Company’s decision to accelerate the vesting of these options was in
anticipation of compensation expense to be recorded in connection with outstanding unvested stock options issued to
employees subsequent to the effective date of SFAS 123 (Revised 2004), “Share Based Payment,” issued in December
2004. As aresult of the Acceleration, options to purchase 1,299,258 shares of the Company’s common stock became
immediately exercisable and the Company will not recognize future compensation expense totaling approximately
$2.5 million (estimated using the Black-Scholes fair value model) in fiscal years ending June 30, 2006 and beyond.
The pro forma footnote disclosures above assuming we had applied the fair value recognition provisions of SFAS 123
include $2.5 million of stock-based compensation expense in fiscal 2005 as a result of the Acceleration as permitted
under the provisions of SFAS 123 prior to its revision. As of June 30, 2005, there are 101,334 unvested stock options
outstanding with unrecognized future compensation expense of approximately $180,000.

The per share weighted average fair value of stock options, granted at a price equal to the market value of the
underlying common stock on the grant date was $4.92, $5.89, and $4.23 during the fiscal years ended June 30, 2005,
2004, and 2003, respectively. The fair value was estimated using the Black-Scholes option pricing model with the
following weighted average assumptions:

2005 2004 2003
Expected e (YEAIS)....cvvvvivirererernesrneinsinncessesseeseensssnsesseens 2.68 2.72 2.40
RiSK free MEErest TALE.......cvviveeercerriierienrereiss s ncneeseinssneens 3.02% 2.28 % 2.39 %
VOLALIEY. ..cvvervevieerrineeseeaeniesnnecsrerseseereeseenesesssesneesesssesesnesnsnenn 56.51 % 76.26 % 77.93 %
Dividend yield.........ccormiininieieeinie e - % - % -- %

(m) Comprehensive Income (Loss)

(n)

Comprehensive income (loss) represents net income (loss) for the period adjusted for non-owner changes in
stockholders’ equity in the consolidated financial statements. Cumulative comprehensive income (loss) in the
Consolidated Statements of Changes in Stockholders’ Equity consists of foreign currency translation adjustments.

Currency Translation

For foreign operations that prepare financial statements in functional currencies other than the U.S. dollar, the
Company translates the assets and liabilities at the exchange rates in effect at the end of the period and the
statement of operations balances using average exchange rates from throughout the period. Cumulative translation
adjustments are presented as a separate component of accumulated other comprehensive income (loss) within
stockholders’ equity. Gains or losses from transactions denominated in non-functional currencies are recognized
in the statement of operations based on changes in the exchange rates during the period the transactions remain
outstanding.
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2) Receivables

Receivables, net consisted of the following:

Thousands June 30, ¢
2005 2004
AcCcounts Teceivable........cvviviviviere e, $ - 27,836 24,335
Allowance for doubtfill accounts:

Beginning balance..........oooceivivieicieree e (559) (836)
Provision for bad debts.........c..cooevvniiii (96) (81)
Accounts written off and foreign

currency translation adjustments.............coeeie. 354 358

Ending balance.......c...ooovvveonerninecrieiirecnne (301) (559)

Accounts receivable, Net........coiivvveiviviineecie s $ 27,535 23,776

3) Inventories

Inventories consisted of the following:

Thousands June 30,
2005 2004
Raw materials...........ooeeevvevein e sreciee e $ 9,711 12,279
WOLK I PIOCESS. .., 3,880 6,596
Finished g00dS.......oiivioiicineicrierrercrecaeecrenens 8,224 7,374
$ 21,815 26,249

4) Property and Equipment

Property and equipment, net consisted of the following:

Thousands Estimated June 30, )

useful life 2005 2004
COMDUIETS. ....veeveveeeevereveetese e ee e esetesasee s eaeseeaeas 3-5yrs $ 6,256 5,848
Purchased software........ccccceovevinniercinnnernceienns 3-5yrs 8,862 8,682
Fumiture and eqUIPIENt.........cccovvireereeriennierennennns 3-10yrs 8,461 7,478
Leasehold mprovements..........ccoevvvciiinnnerciscnnnn 2-10yrs 3,062 3,488
26,641 25,496

Less accunmilated depreciation

and AMOTHZAON. .......covveee e (19,006) (17,517)
$ 7.635 7.979

During the quarter ended June 30, 2003, the Company recorded an impairment charge of approximately $841,000,
mmcluded in the caption “Employee severance and consolidation costs” in the accompanying consolidated statements of
operations, related to certain leasehold improvements in connection with the announcement of the closure of its
Carlsbad, California facility. The impairment charge was recognized as the amount the carrying amount of the assets
exceeded the fair value of the assets as determined on the date of announcement in accordance with SFAS 144,
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~ 5) Goodwill and Intangible Assets

Effective July 1, 2002, SBS adopted SFAS 142 and no longer amortizes goodwill. As of the date of adoption, SBS had
unamortized goodwill of approximately $20.5 million subject to the transition provisions of SFAS 142, which included
approximately $434,000 for the net book value of acquired assembled workforce intangibles, as these assets did not meet
the criteria for recognition apart from goodwill.

The Company completed step 1 of the required transitional goodwill impairment analysis in accordance with SFAS 142
prior to December 31, 2002 and an indication of potential impairment was determined for two reporting units (both
components of the Americas Group segment). The Company completed step 2 of the required transitional analysis during
the quarter ended June 30, 2003 and the results indicated the carrying value of goodwill for both reporting units was greater
than the implied fair value of the goodwill determined in accordance with SFAS 142. As a result, the Company recorded a
transitional impairment charge of approximately $9.5 million ($6.1 million net of tax) which is reflected as a cumulative
effect of a change in accounting principle in the year ended June 30, 2003 in the accompanying consolidated statements of
operations.

On April 1, 2005 and 2004, the Company completed step 1 of the required annual goodwill impairment analysis for the
fiscal years ended June 30, 2005 and 2004, respectively, and the estimated fair value of goodwill was determined to be in
excess of its carrying value indicating the underlying goodwill was not impaired at that date.

Changes in the carrying amount of goodwill for the years ended June 30, 2005 and 2004 are as follows:

Total Goodwill by Operating Segment

Americas Europe
Thousands Group Group Total
Balance at June 30, 2003..........ccccorvmeenrnencrnenncnnens $ 3,496 12,628 % 16,124
Foreign currency translation -
AAJUSHTETIES. ... 24 690 714
Income tax refund m excess of
amount recorded at acqUISTON ..........ooeeivierinnnne. (104) -- (104)
Balance at June 30, 2004..........cccoo oo, 3,416 13,318 16,734
Foreign currency translation
AQJUSHINETS. ..o 281 (20 261
Balance at Junie 30, 2005.........coooverirnniinneneens $ 3.697 13298 § 16,995
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The following table discloses information regarding the carrying amounts and associated accumulated amortization for
intangible assets subject to amortization.

Amortized Intangible Assets
Estimated Gross Net
useful carrying Accumulated carrying
Thousands ‘ life amount amortization amount
As of June 30, 2005
Completed technology............coece 2-7yrs § 9,816 7,767 2,049
License agreements..........ccocovvevreveerennce 2-5yrs 2,452 2,345 107
Covenant not-to-compete. .........c..cc..... 3-5ys 2,965 2,176 789
Other mtangibles........coooovrveicccreeanne. 8- 17 yrs 376 213 163
Total $ 15.609 12,501 3.108
As of June 30, 2004
Completed technology........cccovvrerienen $ 9,724 6,767 2,957
License agreements.........oocvceevvverecrcanns 2,425 1,781 644
Covenant not-10-COMPELe.........orvennen.. 2,852 1,890 962
Other intangibles...........cocoveevenminenenn, 368 167 201
Total..oovei e $ 15,369 10.605 4,764

Intangible asset amortization expense associated with completed technology (acquired in prior business combination
transactions) and license agreements is included as a separate component of cost of sales in the accompanying consolidated
statements of operations. Amortization expense associated with covenants not-to-compete and other intangible assets are
reflected in the caption “amortization of intangible assets” within the costs of operations section in the accompanying
consolidated statements of operations.

The following table summarizes estimated future amortization expense.

Estimated amortization expense: Thousands
For the fiscal years ending;. .
June 30, 2006.......o.cciirieiieeee e, $ 1,337
June 30, 2007......ciiieieereic et 1,209
June 30, 2008 s 520
June 30, 2009 . 5
Rme 30, 2010, 5
Thereafter.....c..ccovveiiiinincicnenvr FOTOTPUR : 32

Revolving Line of Credit

On March 30, 2005, SBS entered into a revolving line of credit agreement (Credit Agreement) with Wells Fargo Bank
National Association. The Credit Agreement provides for borrowings for working capital and general corporate
purposes of up to $20 million and any outstanding borrowings are due and payable in full on March 28, 2006. The
Credit Agreement is secured by a first priority lien in substantially all assets of SBS. Interest on borrowings is set
forth in each promissory note executed under the terms of the Credit Agreement which are either payable on a variable
basis at the Wells Fargo Bank prime rate or payable for a fixed rate term of either one, two or three months at a rate of
LIBOR plus 1.75%. During the year ended June 30, 2005, there were no borrowings under the Credit Agreement.

Effective on May 9, 20035, the Credit Agreement was amended (First Amendment to Credit Agreement) to modify the
minimum tangible net worth requirement defined in Section 4.9(a) of the agreement to exclude the impact of foreign
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currency translation adjustments from the minimum required balance. The terms of the Credit Agreement, as
amended, require SBS to comply with certain financial and other covenants, including but not limited to:

In addition, under the terms of the Credit Agreement, SBS is required to maintain its primary operating accounts with
Wells Fargo Bank or maintain a balance of not less than $20 million on deposit with the bank. As of June 30, 2005,

an Adjusted Tangible Net Worth balance of not less than $109,129,000, plus 50% of quarterly net income
beginning with the quarter ended March 31, 2005, excluding any loss quarters, plus all proceeds from equity
offerings;

(Adjusted Tangible Net Worth defined as total stockholders’ equity minus the aggregate of any intangible
assets; any treasury stock; any receivables from stockholders’, employees and/or affiliates; and foreign
currency translation adjustments)

a Leverage Ratio of not greater than 0.50 to 1;

(Leverage Ratio defined as total liabilities divided by Tangible Net Worth. Tangible Net Worth defined as
total stockholders’ equity minus the aggregate of any intangible assets, any treasury stock; and any
receivables from stockholders’, employees and/or affiliates)

a Quick Ratio of not less than 1.75 to 1;
(Quick Ratio calculated as total current assets excluding inventory, divided by total current liabilities)
an average Accounts Receivable Days Outstanding balance of no more than 90 days; and

(Accounts Receivable Days Outstanding calculated as average net trade receivables divided by net sales for
the period times the number of days in reporting period)

a requirement to maintain profitable operations defined as no more than two consecutive loss quarters or a net loss
for the total fiscal year.

SBS had started the process of maintaining the Company’s primary operating accounts at Wells Fargo Bank; however,
this process was not complete. As of June 30, 2005, the Company’s balance on deposit with Wells Fargo Bank was in
excess of the $20 million requirement. As of June 30, 2005, SBS is in compliance with all financial covenants required
under the terms of the amended Credit Agreement.

Product Warranty Liability

The Company’s customers receive a warranty, generally for a period of two years, upon purchase of products. The
Company accrues estimated costs to repair or replace potentially defective products when products are shipped and
revenue is recognized. Estimated warranty costs are based upon prior actual warranty costs for substantially similar
fransactions.

The following table presents the activity in the Company’s product warranty liability for the years ended June 30, 2005

and 2004.
Thousands Years ended June 30,
2005 2004
Balance at beginning of Period...........ccviinniinniiin e 8 599 548
Estimated warranty costs for product sales.............oococnrrercirnrencnnnireennan, 895 917
Adjustments to settle WaITanty aCtivit.........c.ccveeeiieoveeveeeesereriesnreeriineseeneas (729) (866)
Balance at end of PerIOd.......oovoivivieieiiiiere e e $ 765 599
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8) Income Taxes

Income (loss) from continuing operations before income taxes and cumulative effect of change in accounting principle is
comprised of the following:

Thousands Years ended June 30,
2005 2004 2003
L0 T OO U UV RUT OO URPTRTRUPTUIOt $ (4,835) 1,663 (2,142)
FOTQIGN. .ottt ettt r et e 11,247 5,755 4,534
$ 6412 7418 2,392

Total income taxes for the years ended June 30, 2005, 2004 and 2003 were allocated as follows:

Thousands Years ended June 30,
2005 2004 2003
Income from continuing OPerations............c.veeverceriemveerecncercnes $ 1,988 2,225 784
Curmmilative effect of change in
ACCOUNHNG PIINCIDIC. ... ettt e e -- -- (3,412)
$ 1,988 2,225 (2,628)

Income tax expense (benefit) from continuing operations is comprised of the following:

Thousands Years ended June 30,
2005 2004 2003
Current:
U.S. Federal........oo.oovoieieiiceeee e $ (331) -- (6,793)
SALE. o vetr ettt ettt ettt e e n e 99 230 107
FOTOIGN. ..ottt 4,278 2,168 1,271
4,046 2,398 (5,415)
Deferred:
U.S. Federal.......ocoiiiiiiiinncneiinire vt (3,298) 757 5,345
SHALE. vttt ettt re b s rean 765 (508) 506
FOTRIZN. ...t 475 (422) 348
(2,058) (173) 6,199
$ 1.988 2,225 784

Actual tax expense (benefit) differ from the “expected” income taxes (computed by applying the statutory U.S. Federal tax
rate to income before income taxes) as follows:

Thousands Years ended June 30,
2005 2004 2003

Computed "expected" tax expense (beneftt)............ccceeveeernnne 35.0 % 35.0 % 350%
State mcome taxes, net of federal benefit

and impact of valuation allowance..............ccccoveei i 8.7 (2.4) 16.6
Foreign operations, net of impact of valuation allowance........... (6.2) (1.6) 251
Benefit from foreign sales...........coocoveniveiniccniic e (1.3) (1.8) (4.4)
Research and experimental tax credits........cocoovevvevvvercencrcenenne. 4.7 03 (3.2)
Change i federal valuation allowance.........c...cooovoeeiiceiirioneiann - - (33.0)
Oher. oot (0.5) 0.5 (3.3)

31.0 % 30.0 % 328%
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SBS generally does not record deferred income taxes on the undistributed earnings of its foreign subsidiaries in accordance
with the indefinite reversal criterion in APB Opinion No. 23, “Accounting for Income Taxes — Special Areas”, because the
Company currently does not expect those unremitted earnings to reverse and become taxable in the foreseeable future. At
June 30, 2005, the undistributed earnings of foreign subsidiaries amounted to approximately $34.6 million. Upon
distribution of these earnings, SBS may be subject to U.S. income taxes and foreign withholding taxes. It is not practical,
however, to estimate the amount of taxes that may be payable on the eventual remittance of these earnings.

The American Jobs Creation Act of 2004 (the Act) created a temporary incentive for U.S. companies to repatriate non-U.S.
earnings at a 5.25% tax rate rather than the normal U.S. tax rate of 35% provided that certain criteria, including qualified
U.S. reinvestment, are met. Available tax credits related to the repatriated earnings would be reduced. The Company may
apply this provision of the Act to qualifying earnings repatriation through June 30, 2006. In December 2004, the Financial
Accounting Standards Board issued Staff Position No. FSP 109-2, “Accounting and Disclosure Guidance for the Foreign
Earnings Repatriation Provision within the American Jobs Creation Act of 2004 (FSP 109-2). FSP 109-2 provides that an
enterprise is allowed time beyond the financial reporting period of enactment to evaluate the effect of the new tax law on
its plan for applying SFAS No. 109, “Accounting for Income Taxes.” The Company has not yet completed its evaluation
of the tax law on its plan for repatriation and, as such, has not adjusted its tax expense or deferred tax liability as of June 30,
2005 to reflect the possible effect of the new provision. Income tax expense, if any, associated with any repatriation under
the Act will be provided in the company’s consolidated financial statements in the quarter in which the required
management and board approvals have been completed.

The significant components of deferred income tax assets and liabilities are as follows:

Thousands June 30,
2005 2004
Deferred tax assets:
Operating loss and tax credit carryforwards............c.coecvnc. $ 10,852 7,571
Foreign taX CreditS.......covvvverivieieineereresenenenannerenennenens 4,809 2,747
AMOTHZALONL .......covviiviiriiriirenee e e e ee e eses e et ensssse s eaneans 4,716 5,584
INVEIEOTY.....ei et 1,615 1,376
Accrued expenses and LESEIVES......cvcvvvercircrrerrirareniirmsinoneene 1,256 1,351
OhET e ettt et nraes 799 342
24,047 18,971
Valuation allowance for State and Foreign operating
loss and tax credit carryforwards.........oceeereceieninenenen 3,111 1,336
Total deferred tax assetS..........cccoeevevvvevvecvnereicre e $ 20,936 17,635
Deferred tax liabilities:
Foreign dividends......c.ooveeverieiiiiirececccie e crrcece e $ (2,845) (1,812)
Occupancy and other EXPEenSes. ........ccovverrenrerreririenieeneeenens (1,201) (1,299)
Total deferred tax labilities.........cocoeeennvcinnicceenee $ (4,046) (3,111
Net deferred tax assetS.........vovvevereeercieeieee e ) 16,890 14,524

At June 30, 2005, the Company has net operating loss carryforwards for U.S. Federal income tax purposes of $9.7 million
which are available to offset future U.S. Federal taxable income, if any, through 2025. At June 30, 2005, the Company has
general business credit carryforwards for U.S. Federal income tax purposes of approximately $1.1 million which are
available to offset future U.S. Federal tax payments, if any, through 2025. At June 30, 2005, the Company has net
operating loss carryforwards for U.S. State income tax purposes, the tax effect of which, after reduction by the associated
valuation allowance, is approximately $0.7 million, which are available to offset future State taxable income, if any,
through 2010. The valuation allowance, which increased approximately $1.8 million during the year ended June 30, 2005,
applies to certain U.S. State and foreign operating loss carryforwards that, in the opinion of management, may expire
unused due to uncertainty regarding future taxable income.
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As of June 30, 2005, SBS has foreign tax credit carryforwards of approximately $4.8 million, which are available to offset
future U.S. Federal tax liabilities from foreign source income, if any, through 2015. Excess foreign tax credits may be
carried back one year and forward ten years. Due to the consideration of the repatriation of undistributed foreign earnings
to the extent necessary to utilize excess foreign tax credits, as a source of foreign income in future periods, management
established a deferred tax liability of approximately $2.8 million and $1.8 million as of June 30, 2005 and 2004,
respectively.

At June 30, 2005, the Company has foreign net operating loss and tax credit carryforwards, net of the associated valuation
allowance, of approximately $5.4 million which are available to offset future taxable income, some of which are scheduled
to begin to expire in 2010, and others that have an indefinite carryforward period.

In assessing the realizability of the remaining deferred tax assets, management considered projected future taxable income
and tax planning strategies. Based on SBS’ historical taxable transactions, the timing of the reversal of existing temporary
differences, and the evaluation of tax planning strategies, management believes it is more likely than not that SBS’ future
taxable income will be sufficient to realize the benefit of the remaining deferred tax assets existing at June 30, 2005.

Earnings per Share

Net income (loss) per common share is based on weighted average shares outstanding. Net income (loss) per common
share — assuming dilution includes the dilutive effects of potential common shares outstanding during the period.

Thousands (except per share amounts) Years ended June 30,
2005 2004 2003
Income before cumulative effect of change
In aCCOUITHNG PIINCIPIE. ...vec vt $ 4,424 5,193 1,608
Cumulative effect of change in accounting principle................. -- -- (6,058)
Net NCOME (I088)....cvvvierrererirer v e $ 4,424 5,193 (4,450)

Net income (loss) per common share
Weighted-average common shares outstanding

used in earnings per share COMPULALIONS.......ccvvreeercrrennen, 15,567 15,146 14,605
Income before cumulative effect of change

in accounting Prifciple........ccvver i $ 0.28 0.34 0.11
Cumiative effect of change in accounting principle............... -- -- {0.41)
Net MCOME (I088)...c.ivverieercrecrieireren e e $ 0.28 0.34 (0.30)

Net income (loss) per common share -
assuming dilution
Weighted-average common shares outstanding

used in earnings per share COMPUAtIONS.........covvvvcrcrnrevenen, 15,718 15477 14,630
Income before cumuilative effect of change

N aCCOUMtng Principle....c..cooviree i $ 0.28 0.34 0.11
Cunulative effect of change in accounting principle............... -- -- 0.41)
Net MCOME (I088).ve.vveeirirere e e renen e neeneens $ 0.28 0.34 (0.30)

Shares used in net income (loss) per share :

Average outstanding common Shares.........ccovceeceevinenicinnncas 15,567 15,146 14,605
Incremental shares from assumed conversions -

potential commmOn ShAres .........c.cccovvvvviveneieiiiniins 151 331 25
Shares used in net mcome (loss) per conmmon

share - assuming didUtion...........cccoverviriercrnmerierenerrae e, 15718 15.477 14.630
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For the years ended June 30, 2005, 2004, and 2003, options to purchase 2,362,016, 1,551,073, and 3,243,859 shares of
common stock, respectively, were outstanding but were not included in the computation of net income per common share —
assuming dilution, because the options’ exercise price was greater than the average market price of the common shares.

10) Leases

SBS leases its main facilities in Albuquerque, New Mexico; St. Paul, Minnesota; Raleigh, North Carolina; Mansfield,
Massachusetts; Newark, California; Waterloo, Ontario, Canada; Augsburg and Mindelheim, Germany; and a sales and
technical support office in Shenzhen, China under noncancelable operating leases which expire at various dates through
fiscal 2015. SBS also leases equipment under noncancelable operating leases which expire at various dates through fiscal
2009.

On June 12, 2003, the Company announced the closure of its Carlsbad, California facility and the consolidation of its
manufacturing operations into the Company’s St. Paul, Minnesota facility, centralizing all manufacturing in the United
States to one facility (see note 15). As a result, the Company recorded a lease termination charge associated with the
former Carlsbad, California facility that represents the estimated fair value of the remaining future lease payments and
related obligations, net of sublease income, over the remaining term of the lease. The remaining accrued severance and
consolidation costs at June 30, 2005 represent primarily lease obligations expected to be paid monthly through April 2006.
Accordingly, the future minimum lease payments for the Carlsbad lease are excluded from the minimum lease payments
reflected below.

In July 2005, we executed an amendment to the lease for the SBS facility located in St. Paul, Minnesota which extended
the term of the lease through January 2011. The lease payments for the amended lease are included in the future
minimum lease payments reflected below.

The following is a five-year schedule of future minimum lease payments:

Building Equipment

Lease Lease
Year ending Payments Payments Total
(dollars in thousands)

Jmne 30, 2006, ..o s $ 2,241 112 2,353
June 30, 2007 1,868 82 1,950
June 30, 2008........coi e 1,695 11 1,706
June 30, 2009 1,603 9 1,612
June 30, 2010, ..o 1,621 1 1,622

$ 9.028 215 9,243

Total rental expense for operating leases for the years ended June 30, 2005, 2004, and 2003, was approximately
$3.1 million, $3.1 million, and $3.6 million, respectively.

11) Stock Option Plans
(a) Incentive Stock Option Plans

SBS has Incentive Stock Option Plans (the 1996 Plan and the 1997 Plan) whereby a total of 1,200,000 shares of its
common stock are reserved for discretionary grant of options by the Board to officers and employees. The plans
terminate ten years after inception, in 2005 and 2006. The options are intended to qualify as “incentive stock
options” within the meaning of Section 422A of the Internal Revenue Code (the “Code”). The plans generally permit
options to be granted (i) only to employees or officers and not to directors as such; (ii) for a period of up to ten years;
and (iil) at prices not less than fair market value of the underlying common stock at the date of grant. Options
granted under the plans may be exercised as provided by the administering committee or Board of Directors of SBS.
All of these options are exercisable at the quoted market value of SBS’ common stock in effect on the respective
dates of the grants.
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SBS TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

1993 Director and Officer Stock Option Plan

SBS has a 1993 Director and Officer Stock Option Plan whereby a total of 5% of the number of shares of its common
stock outstanding at the first day of each fiscal year plus shares not awarded in prior years and underlying expired or
terminated options are reserved for grant of options to all Directors of SBS who are not employees and all Executive
Officers of SBS. Directors who are not employees of SBS receive automatic grants upon appointment to the Board of
Directors and annually for service as a Director. Executive Officers receive grants at the discretion of the Board of
Directors. All options are granted at a price equal to fair market value of the underlying common stock on the date of
grant. The Directors’ options become exercisable one year from the date of grant and terminate twelve months from
the date the optionee ceases to be a member of the Board of Directors or in five years, whichever occurs first.

1996 Employee Stock Purchase Plan

The 1996 Employee Stock Purchase Plan was adopted by the Board of Directors on January 21, 1996 and was
subsequently approved at the November 1996 Annual Shareholders’ Meeting. The plan, as amended, provided for
the grant of options through January 21, 2003 and as of June 30, 2004, there were no more shares available for grant.

1998 Long-Term Equity Incentive Plan

The 1998 Long-Term Equity Incentive Plan was adopted by the Board of Directors on September 15, 1997 and
subsequently approved at the December 1997 reconvened Annual Shareholders’ Meeting. All full-time employees of
SBS and its subsidiaries and all non-employee Directors of SBS are eligible to participate in the plan, except that no
person owning, directly or indirectly, more than 15% of the total combined voting power of all classes of stock shall
be eligible to participate. The plan provides for the grant of any or all of the following types of awards: (i) stock
options, including incentive stock options; (ii) stock appreciation rights; (iii) restricted stock; (iv) performance shares
and units; and (v) other stock-based awards. The maximum number of shares of common stock that shall be available
for grant of awards under the plan shall not exceed 3,000,000, subject to adjustment in accordance with the
provisions of the plan. The exercise price of each option granted under (i) is determined by the Board of Directors but
cannot be less than 100% of the fair market value of the underlying common stock on the date of grant. The exercise
price of each option granted under (v) is determined by the Board of Directors and can be less than the fair market
value of the underlying common stock on the date of grant. The term of these options cannot exceed ten years from
grant date. The plan expires in January 2008.

2000 Long-Term Equity Incentive Plan

The 2000 Long-Term Equity Incentive Plan was adopted by the Board of Directors on August 31, 2000 and approved
at the December 2000 reconvened Annual Shareholders’ Meeting. Any employee of SBS or its subsidiaries, and any
consultants, directors, or other persons providing services to SBS or its subsidiaries are eligible to participate in the
plan. The plan provides for the grant of nonqualified stock options and a limited number of grants of restricted stock.
The number of shares of stock available for award under the plan during any fiscal year of SBS is equal to ten percent
of the adjusted average of the outstanding stock, as that number is determined by SBS to calculate net income per
common share — assuming dilution for the preceding fiscal year, reduced by any shares of stock under the plan
subject to unexercised options and any shares of stock under the plan subject to restrictions. The exercise price of
each option granted shall be the fair market value of the underlying common stock on the date of grant unless
otherwise specified by the Board at the time of grant. If options are awarded in exchange for previously earned cash
compensation, or in connection with an acquisition, merger, combination or other similar event involving SBS, or in
substitution or replacement for options granted to employees by the other entities, the Board has the authority to
establish an exercise price that is less that 100% of the fair market value of the underlying common stock on the date
of grant. The term of these options cannot exceed ten years from grant date. The plan expires in July 2010.
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Information regarding SBS” stock option plans is summarized in the table below:

ALL 1993 1996 1998 LT 2000LT
ISOPs D&O ESPP Plan Plan Total

Outstanding at Jure 30, 2002 348,572 656,479 226,200 1,235,255 887,849 3,354,355

Grarted -- 159,000 159,050 58,105 250,100 626,255

Exercised 566 - - 4,994 - 5,560

Cancelled -- 127,500 110,900 163,375 219,966 621,741
Outstanding at Jure 30, 2003 348,006 687,979 274,350 1,124,991 917,983 3,353,309

Grarted -- 30,000 - 72,684 472,300 574,984

Exercised 53,000 96,000 47,250 165,094 135,081 496,425

Cancelled 45,006 36,979 107,450 129,458 160,470 479,363
Outstanding at June 30, 2004 250,000 585,000 119,650 903,123 1,094,732 2,952,505

Granted 10,000 155,000 -- 595,700 72,500 833,200

Exercised - 3,000 88,050 10,878 40,802 142,730

Cancelled -- 42,000 31,600 74,550 97411 245,561
Outstanding at Jure 30, 2005 260,000 695.000 -~ 1.413.395 1.029.019 3.397.414

ALL 1993 1996 1998 LT 2000LT
ISOPs D&O ESPP Plan Plan Total

Exercisable at Jure 30, 2003 331,336 372,661 124,350 976,138 542,892 2,347,377
Exercisable at ure 30, 2004 250,000 356,000 119,650 767,536 537,465 2,030,651
Exercisabke at Jure 30, 2005 250,000 617,600 -- 1,413,395 1,015,685 3,296,080
Availble for grart at

Jure 30, 2005 127.000 1,473,209 -- 260,723 542,820 2,403,752

Weighted average option exercise price information follows:

Years ended June 30,

2005 2004 2003
Outstanding at July L.......ccooviiivniinininireeercercnn s $ 14.91 15.08 16.60
Granted at market during the YEar.............covvvveeeerresveeecens 13.01 12.23 9.53
Exercised during the YEar...........covvevveeeeivrerieceniersnensnnnsenns 9.63 11.37 241
Cancelled during the Year.......c.coccevvivorcerennnnnieseercsnessaneeens 18.72 16.57 17.84
Outstanding at June 30..........cecvveriinnrrrcciecnneeeneee e 14.39 14.91 15.08
Exercisable at Jung 30.........ccoeceevviinnii e 14.58 16.40 16.68
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Significant option groups outstanding and exercisable at June 30, 2005 and related weighted average price and life
information follows:

Weighted

Average Weighted Weighted

Remaining Average Average

Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price
$ 544-%1085 690,489 7.06 $ 937 589,155 $ 9.59
$1094-$1249 795,169 7.73 12.22 795,169 1222
$12.69-814.50 824,106 6.55 13.63 824,106 13.63
$14.61-$17.00 737,650 4.76 15.77 737,650 15.77
$17.47-%36.13 350,000 5.18 28.08 350,000 28.08

$ 544-3536.13 3,397,414 6.40 $ 14.39 3,296,080 $ 14.58

Retirement Plan

SBS maintains a retirement plan under Section 401(k) of the Code for all U.S. employees of SBS. The plan provides for
employees to selectively defer a percentage of their wages, which SBS matches at a predetermined rate not to exceed 4
percent of the employee’s wages. The plan also provides for additional contributions at the discretion of the Board of
Directors. SBS’ contributions to the plan during the years ended June 30, 2005, 2004, and 2003, were approximately
$1.0 million, $0.9 million, and $1.0 million, respectively.

Segment Financial Data

The Company is engaged in the design, research, development, integration and production of embedded computer
products and we operate worldwide through two operating segments: the Americas Group and the Europe Group. Both
the Americas Group and the Europe Group offer our complete portfolio of embedded computer products to customers in
the government, commercial and communications end markets. Each segment has management who report directly to the
Company’s Chief Executive Officer and its own sales and distribution channels. The Americas Group consists of the
Company’s operations based in the United States and Canada including the sales, engineering and test activities in
Albuquerque, New Mexico; Mansfield, Massachusetts; Newark, California; Raleigh, North Carolina; St. Paul, Minnesota;
and Waterloo, Ontario, Canada; the manufacturing and assembly operations located in St. Paul, Minnesota and
Albuguerque, New Mexico; and the sales and support activities based in Shenzhen, China. The Europe Group consists of
the Company’s operations based in Germany which include the sales, engineering, test, assembly, and manufacturing
activities located in Augsburg and Mindelheim, Germany.

SBS measures the results of operations for segments (segment profit (loss)) based on income (loss) before income taxes
and the cumulative effect of change in accounting principle and prior to (a) the allocation of corporate overhead expenses
other than marketing costs, (b) substantially all amortization associated with acquisitions and (c) interest and other income
from our U.S. operations. The accounting policies used to measure segment profit (loss) are the same as those referred to
in Note 1, Summary of Significant Accounting Policies. Reportable segments for all periods presented have been
reclassified to conform to the current segment reporting structure. '
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Americas Europe Corporate &

Thousands Group Group Unallocated (1) Total
Years ended June 30:
Gross Sakes 2005 $ 104,593 66,462 - 3 171,055
Inter-segment sakes (8,209) (10,409) -- (18,618)
Salkes to external customers $ 96,384 56,053 - 3 152,437
Gross Sales 2004 103,202 44,505 - 3 147,707
Inter-segment sales (6,136) (7,697) -- (13,833)
Sales to external customers $ 97,066 36,808 - $ 133,874
Gross Sales 2003 S 97,459 26,734 - 5 124,193
Inter-segment sales (3,191) (5,481) -- (8,672)
Sales to external customers $ 94,268 21,253 - § 115,521
Interest:and other income, net 2005 $ -- 182 759 § 941
' 2004 -- 134 500 634
2003 - 109 325 434
Depreciation and
amortization 2005 S 2,337 461 2,939 § 5,737
2004 2,437 343 3,260 6,040
2003 2,768 214 2,998 5,980
Segment profit (ncome (loss)
before taxes) 2005 $ 7,037 12,984 (13,609) $ 6,412
2004 12,364 7,540 (12,986) 7,418
2003 10,073 5,138 (12,319) 2,392
As of June 30:
Total assets 2005 $ 34,349 38,067 80,042 $ 152,458
2004 39,640 26,531 78,965 145,136

(1) The corporate and unallocated column includes amounts for corporate items. With regard to results of
operations, corporate and unallocated includes corporate overhead expenses other than corporate
marketing costs, interest and other income, net from our U.S. operations, and substantially all amortization
associated with acquisitions. Corporate assets primarily include cash and cash equivalents from our U.S.
operations, deferred and current income tax assets, goodwill and intangible assets.

14) Geographic Areas and Major Customers

Geographic information for sales to external customers (attributed based on the location of product shipment) by country of
domicile are as follows:

Thousands Years ended June 30,
2005 2004 2003

Sales to external customers based
on location of product shipment:

Unifed SEAtES.....c.ocoimiiie e $ 94,747 95,966 94,268
GEIMMANY......oiviiiiiiiiiic s 56,053 36,808 21,253
Canada. ..o e 1,637 1,100 --
$___ 152437 133.874 115,521
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Geographic information for long-lived assets by country of domicile are as follows:

Thousands June 30,
2005 2004
Long-lived assets by country of
domicile:
Unted StateS....covviieieeei ettt e $ 5,434 6,028
GETITANY. ..cevviceecte e eiietieee e eere e et e stsese et aeanesraesbesse e annenreans 1,747 1,516
Canada.......o.oooovieiiierecieeee et eb et 372 435

3 7.635 7.979

Geographic information for sales to external customers attributed based on the location of the customer are as follows:

Years ended Jure 30,
(Dollars in thousands) 2005 2004 2003

Sales %o Sales % Sakes %
.5 88424 580 % § 91,636 684 % $ 83,298 721 %
26,382 173 % 11,930 89 % 2,002 1.7 %
7982 52 % 7,205 54 % 6,533 57 %
5,533 36 % 5231 39 % 3835 33 %
5259 34 % 4,054 30 % 2964 26 %
4879 32 % 2,665 20 % 3,019 26 %
2,235 15 % 2,289 17 % 3,107 27 %
1,828 12 % 769 0.6 % 812 0.7 %
1,688 1.1 % 1,046 08 % 1,546 13 %
1,310 09 % 2,195 1.6 % 519 04 %
641 04 % 963 0.7 % 1,167 1.0 %
6,276 42 % 3,891 30 % 6,719 59 %

§ 152437 _ 1000 % _133.8%4 1000 % 115,521 100.6 %

In fiscal 2005, sales to one customer represented approximately 16% of SBS’ sales ($24.3 million from the Europe Group),
sales to another customer represented approximately 9% of SBS’ sales ($14.2 million from the Americas Group) and no
other customer exceeded 5% of SBS’ sales. In fiscal 2004, sales to one customer represented approximately 10% of SBS’
sales ($13.2 million from the Americas Group), sales to another customer represented approximately 8% of SBS’ sales
($10.3 million from the Europe Group) and no other customer exceeded 5% of SBS’ sales. In fiscal 2003, no single
customer, or group of entities known to be under common control, exceeded 10% of SBS’ sales.

15) Employee Severance and Consolidation Expenses

On June 12, 2003, the Company announced the closure of its Carlsbad, California facility and the consolidation of its
manufacturing operations into the Company’s St. Paul, Minnesota facility, centralizing all manufacturing in the United
States to one facility. The total employee severance and consolidation costs incurred as a result of the consolidation
were approximately $3.5 million. The total costs include employee severance and related costs recorded over the
remaining service period, consolidation costs recorded as incurred, lease termination costs recorded on the cease use
date (all in accordance with SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities”), and
leasehold improvement impairment charges recorded as a result of the announcement in accordance with SFAS 144.
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The following table summarizes the accounting for the consolidation of the Company’s Carlsbad, California facility:

Thousands Enployee Property Lease
severance and and termination Other
Description related costs  equipment charge  costs Total
Quarter ended June 30, 2003
Enployee severance and consolidation costs... $ 290 841 - -~ 5 1,131
(66) - - - (©6)
- (841 - - _(341)
224 -- -- - 224
Year ended June 30, 2004
Errployee severance and corsolidation costs... 470 - 1,400 530 2,400
Cash PAYITEILS..........oooever oo cosenesseseenennenees (694) -- (530) (530) (1,754)
Accrued at June 30, 2004.........cocorieni e, -- -- 870 -- 870
Year ended June 30, 2005
Cash payIments..........co.coeeermmrcercncrrarinisnnnns -- -- (446) -- (446)
Accrued at June 30, 2005.....coveinnrinnnnennne $ -- -- 424 -3 424

The lease termination charge, recorded on the cease use date as a result of closure of the Company’s Carlsbad, California
facility, represents the estimated fair value of the remaining future lease payments and related obligations, net of estimated
sublease income, over the term of the lease. The remaining costs represent primarily lease obligations expected to be paid
monthly through April 2006.

During the year ended June 30, 2003, due to the continued depressed economic and market conditions impacting the
Company’s communications customers, on July 22, 2002, SBS notified 19 full and part-time employees at our Madison,
Wisconsin .engineering design center that their jobs had been eliminated. For the same reasons, on September 30, 2002,
SBS notified 22 additional employees that their jobs were being eliminated and 12 other employees were notified that their
jobs had been eliminated during the three months ended December 31, 2002. Also, SBS paid lease termination fees of
approximately $186,000 in connection with the closure of certain locations during the three months ended December 31,
2002. As a result, for the year ended June 30, 2003, SBS recorded employee severance and consolidation costs of
$598,000. There are no costs remaining to be paid related to these activities at June 30, 2004.

Contingencies

SBS is subject to various claims that arise in the ordinary course of its business. In the opinion of management, the amount
of ultimate liability with respect to these actions will not materially affect the financial position, results of operations, or
liquidity of'SBS.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Not applicable.

Item 9A. Controls and Procedures

Controls Evaluation and Related CEO and CFO Certifications

As of the end of the period covered by this Annual Report on Form 10-K, we evaluated the effectiveness of the design and
operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended, (the “Exchange Act”)). The controls evaluation was done under the supervision and
with the participation of management, including our Chief Executive Officer (CEO) and Chief Financial Officer (CFO).

Attached as Exhibits to this Annual Report on Form 10-K are certifications of the CEO (Exhibit 31.1) and the CFO
(Exhibit 31.2), which are required in accordance with Rule 13a-14 of the Exchange Act. This Controls and Procedures
section includes the information concerning the controls evaluation referred to in the certifications and it should be read in
conjunction with the certifications for a more complete understanding of the topics presented.

Disclosure Controls and Procedures and Internal Control over Financial Reporting

Disclosure controls and procedures are designed to ensure that information required to be disclosed in our reports filed
under the Exchange Act, such as this Annual Report, is recorded, processed, summarized and reported within the time
periods specified in the U.S. Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures
are also designed to ensure that the information is accumulated and communicated to our management, including the CEO
and CFO, as appropriate to allow timely decisions regarding required disclosure.

Internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) encompasses
procedures designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. generally accepted accounting principles and includes
those policies and procedures that: (1) pertain to the maintenance of records that in reasonable detail accurately and fairly
reflect the transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the Company are being made only in accordance with authorizations of
management and directors of the Company; and (3) provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use or disposition of the Company’s assets that could have a material effect on the financial
statements.

Limitations on the Effectiveness of Controls

Our management, including the CEO and CFQO, does not expect that our disclosure controls and procedures or internal
control over financial reporting will prevent all errors and all fraud. A control system, no matter how well designed and
operated, can provide only reasonable, not absolute, assurance that the control system’s objectives will be met. Further, the
design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be
considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within the company have been detected.
These inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can
occur because of simple error or mistake. Controls can also be circumvented by the individual acts of some persons, by
collusion of two or more people, or by management override of the controls. The design of any system of controls is based
in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate
because of changes in conditions or deterioration in the degree of compliance with policies or procedures. Because of the
inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.

Conclusions

Disclosure Controls and Procedures. Based on our controls evaluation (with the participation of our CEO and CFO), as of
the end of the period covered by this report, our CEO and CFO have concluded that our disclosure controls and procedures
are effective to provide reasonable assurance that information required to be disclosed by us in reports that we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
Securities and Exchange Commission rules and forms.
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Management’s Report on Internal Control over Financial Reporting. Management is responsible for establishing and
maintaining adequate internal control over financial reporting, as defined in Rule 13a-15(f) of the Exchange Act.
Management has assessed the effectiveness of our internal control over financial reporting as of June 30, 2005 based on
criteria established in /nternal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). As a result of this assessment, management concluded that, as of June 30, 2005, our
internal control over financial reporting was effective in providing reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles.

KPMG LLP has issued an audit report on management’s assessment of the effectiveness of internal control over financial
reporting, a copy of which is included elsewhere in this report on Form 10-K under Item 8 — Financial Statements and
Supplementary Data.

Internal Control over Financial Reporting. There was no change in our internal control over financial reporting during our
most recently completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.

Item 9B. Other Information

None.
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PART 1II
Certain information required by Part III is incorporated by reference from SBS’ definitive Proxy Statement to be filed with
the Securities and Exchange Commission in connection with the solicitation of proxies for SBS’ 2004 Annual Meeting of
Shareholders (the “Proxy Statement”) pursuant to Regulation 14A.
Item 10. Directors and Executive Officers of the Registrant
The information required by this item is incorporated by reference to SBS’ Proxy Statement under the sections entitled
“Board of Directors,” pertaining to information on directors, and “Compensation of Named Executive Officers,” pertaining
to information on executive officers who are not directors.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to SBS’ Proxy Statement under the section entitled
“Compensation of Named Executive Officers.”

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information concerning security ownership of certain beneficial owners and management is incorporated by reference
to SBS’ Proxy Statement under the section entitled “Ownership of SBS Common Stock.”

Equity Compensation Plan Information

The following sets forth certain information as of June 30, 2005 with respect to equity compensation plans of SBS under
which securities may be issued:

Number of securities

Number of securities to be Weighted-average exercise remaining available for
issued upon exercise of price of outstanding future issuance under equity
outstanding options, rights, options, rights, restricted compensation plans
restricted stock, and other stock, and other (excluding securities
Plan Category stock-based awards stock-based awards reflected in first column)
Equity compensation plans
approved by security holders 3,397,414 $14.39 2,403,752 *
Equity compensation plans not
approved by security holders — — _—
Total 3,397,414 $14.39 2,403,752 *

*  Certain equity compensation plans of the Company contain a formula that automatically increases the number of securities
available for issnance by a percentage of the number of outstanding securities of the Company as follows:

o the 1993 Director and Officer Stock Option Plan provides securities available for grant equal to 5% of the number of shares of
the Company’s common stock outstanding the first day of each fiscal year plus shares underlying expired or terminated
options (1,473,209 shares available at June 30, 2005).

e the 2000 Long-Term Equity Incentive Plan provides securities available for grant equal to ten percent of the adjusted
average of the outstanding stock, as that number is determined by SBS to calculate net income per common share —
assuming dilution for the preceding fiscal year, reduced by any shares of stock subject to unexercised options and any
shares of stock subject to restrictions (542,820 shares available at June 30, 2005).

In addition, the 1998 Long-Term Equity Incentive Plan provides for the award of restricted stock, stock appreciation rights,
and stock unit awards, in addition to options, up to the number of shares remaining in the Plan (260,723 shares available as of
June 30, 2005). The 2000 Long-Term Equity Plan also provides for restricted stock awards and restricted stock unit awards,
not to exceed a total of 50,000 shares in any one year.
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Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated by reference to SBS’ Proxy Statement under the section entitled
“Reportable Transactions.”

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference to SBS’ Proxy Statement under the section entitled
“Independent Public Accountants.”

PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) Financial Statements
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income
Consolidated Statements of Cash Flows
(b) Financial Statement Schedules
Not applicable
(c) Exhibits
The Exhibits listed on the accompanying Index to Exhibits at the end of this Report are filed as part of, or incorporated

by reference into, this Report. Management contracts or compensatory plans or arrangements are indicated in the index
by an asterisk (*).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SBS TECHNOLOGIES, INC.

Date: September 13, 2005 ‘ By: /s/ Clarence W. Peckham
Clarence W. Peckham
Chief Executive Officer

Date:  September 13, 2005 By: /s/ James E. Dixon, Jr.

James E. Dixon, Jr.
Executive Vice President, Chief
Financial Officer, and Treasurer

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and
appoints Clarence W. Peckham, his attorney-in-fact, for such person in any and all capacities, to sign any and all
amendments to this Report on Form 10-K, and to file the same, with exhibits thereto and other documents in connection
therewith, with the Securities and Exchange Commission, hereby ratifying and confirming all that the said attorney-in-fact
may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

SIGNATURE TITLE DATE

/s/ Clarence W. Peckham Chief Executive Officer September 13, 2005
Clarence W. Peckham and Director

/s/ James E. Dixon, Jr. Executive Vice President, Chief September 13, 2005
James E. Dixon, Jr. Financial Officer and Treasurer

/s/ Christopher J. Amenson Executive Chairman September 13, 2005
Christopher J. Amenson and Director

s/ Warren W, Andrews Director September 13, 2005
Warren W. Andrews

{s/ Lawrence A. Bennigson * Chairman of the Board September 13, 2005
Lawrence A. Bennigson of Directors

/s/ Peter D, Fenner Director September 13, 2005
Peter D. Fenner

/s/ Harold E. Kennedy Director September 13, 2005
Harold E. Kennedy

/s/ Richard Szafranski Director September 13, 2005
Richard Szafranski

/s/ Alan F. White Director © September 13, 2005
Alan F. White
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INDEX TO EXHIBITS

Incorporated by Reference

Filed
Exhibit Fiscal period  Here-
Number  Exhibit Description Form File No. Exhibit ended with

3i Restated Articles of Incorporation dated November 10,

2000 10-Q  001-10981 3. 9-30-2000
341 Second Restated and Amended By-laws dated
November 13, 2003 10-Q 001-10981 3. 12-31-2003

4.a Article VI of the Restated Articles of Incorporation, as
amended, as included in the Restated Articles of

Incorporation of SBS Technologies, Inc. 10-Q 001-10981 3.1 9-30-2000
4b Articles I and II of the Second Restated and Amended

By-laws of SBS Technologies, Inc. 10-Q  001-10981 3. 12-31-2003
4.c Form of certificate evidencing Common Stock 10-Q  001-10981 4.c 3-31-2001

4.1 Rights Agreement dated as of September 15, 1997
between SBS Technologies, Inc. and First Security
Bank (now Wells Fargo), National Association, as
Rights Agent, which includes the form of Right
Certificate as Exhibit A, and the Summary of Rights to
Purchase Common Stock as Exhibit B.2. Agreement to
Serve as Rights Agent. On January 21, 1998, pursuant
to Section 21 of the Rights Agreement, SBS appointed
Norwest Bank Minnesota, N.A. (now Wells Fargo) as

Successor Rights Agent. 10-K  001-10981 4.1 6-30-2002
10.c* 1997 Employee Incentive Stock Option Plan. 10-K  001-10981 10.c 6-30-2002
101* 1993 Director and Officer Stock Option Plan (as :

amended). 10-K  001-10981 104 6-30-2002
10.v* 1996 Employee Stock Purchase Plan (as amended). 10-K  001-10981 10.v 6-30-2002

10.ac  Office/Warehouse Lease Between Lutheran
Brotherhood, (a Minnesota Corporation), and Bit 3
Computer Corporation, a wholly-owned subsidiary of
SBS Technologies, Inc., dated September 5, 1997 10-Q  001-10981 10.ac 9-30-2002

10.ad  Amendment #1 to Lease between Lutheran
Brotherhood, a Minnesota Corporation, and Bit 3

Computer Corporation, a wholly owned subsidiary of
SBS Technologies, Inc., dated December 23, 1997 10-Q  001-10981 10.ad  9-30-2002

10.ah  Standard Industrial Lease Between Carlsbad Business
Park, LLC, (a California Limited Liability Company),
and SBS Technologies, Inc. dated September 10, 1998 10-K 001-10981 10.ah 6-30-2004

10.al  Lease Agreement between Mair GmbH & Co. KG and
or Industrial Computers GmbH, a wholly-owned
subsidiary of SBS Holding GmbH, a wholly-owned
subsidiary of SBS Technologies, Inc. 10-K  001-10981 10.al 6-30-2004

10.am* 1998 Long-Term Equity Incentive Plan. 10-K  001-10981  10.am  6-30-2003

10.an  Partnership Agreement between SBS or Industrial
Computer GmbH & Co. KG and SBS or Industrial
Computers Verwaltungs GmbH, general partner, and '
SBS Technologies Holding GmbH, limited partner 10-K  001-10981 10.an  6-30-2004

10.a0  Lease Agreement between 8-L Newark 8371, LLC and
SBS Technologies, Inc. dated August 14, 1999 10-K  001-10981 10.a0  6-30-2004

70




INDEX TO EXHIBITS

Incorporated by Reference

Filed
Exhibit Fiscal period  Here-
- Number Exhibit Description Form File No, Exhibit ended with

10.be * 2000 Long-Term Equity Incentive Plan DEF Exhibit
14A 001-10981 “A” 10-2-2000

10.bt Amendment #2 to Lease between Oakview Eagan
Investors, LLC (a Delaware Limited Liability
Company), as successor in interest to Lutheran
Brotherhood, (a Minnesota Corporation), and SBS
Technologies, Inc., Commercial Group, formerly
known as Bit 3 Computer Corporation, a wholly-
owned subsidiary of SBS Technologies, Inc., dated

May 22, 2002. 10-K  001-10981 10.bt 6-30-2002
10.bw Lease Agreement between Teal Properties, LLC and
SBS Technologies, Inc. dated October 2, 2002. 10-Q 001-10981 10.bw  9-30-2002

10.bz* Employment agreement between Clarence W.
Peckham and SBS Technologies, Inc., effective
April 17, 2003, dated April 17, 2003 10-Q  001-10981 10.bz  9-30-2003

10.ca* Employment agreement between James E. Dixon,
Jr. and SBS Technologies, Inc,, effective July 29, '
2003, dated July 29, 2003 10-Q  001-10981  10.ca  9-30-2003

10.cb * Employment agreement between David Greig and
SBS Technologies, Inc., effective July 29, 2003,
dated Juty 29, 2003 10-Q  001-10981  10.cb  9-30-2003

10.cc * Employment agreement between Bruce E. Castle
and SBS Technologies, Inc., effective July 29,
2003, dated July 29, 2003 10-Q  001-10981 10.cc  9-30-2003

10.cd  Sublease agreement between SBS Technologies,
Inc., and Viasat, Inc., a Delaware corporation,
dated October 29, 2003 10-Q  001-10981  10.cc  12-31-2003

10.ce  Lease Agreement between Sabine u. Hermann
Gotzfried GbZ and ortec Electronic Assembly
GmbH dated August 2003 10-K  001-10981 10.ce 6-30-2004

10.cg  Amendment to lease agreement between 8-L
Newark 8371, LLC and SBS Technologies, Inc.
dated May 5, 2004 10-K  001-10981 10.cg  6-30-2004

10.ch  Lease Agreement between Shenzhen Jiannian
Travel Limited and SBS Technologies, Inc.
Foreign Holding Company dated June 2004 10-K  001-10981 10ch  6-30-2004

10.1 Addendum to Lease Agreement between Edwin
Mair KG and SBS Technologies, GmbH & Co.
KG (a wholly-owned subsidiary of SBS
Technologies, Inc., German Holdings LLC, a
wholly-owned subsidiary of SBS Technologies,
Inc.) dated September 14, 2004 8K 001-10981 10.1 9-14-2004

10.¢) Form of Indemnification Agreement between SBS
Technologies, Inc. and Directors and Executive
Officers 8-K 001-10981 10.cj  12-28-2004
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Exhibit
Number

10.ck *

10.cm

10-cm

10-¢cn

10-co

10-cp

10-cq *

10-cr

14
21
23.1

24.1
31.1

312

32.1

32.2

INDEX TO EXHIBITS

Exhibit Description

Form of Option Agreement for option grants to
executive officers of SBS Technologies, Inc. under
the 1993 Director and Officer Stock Option Plan.

Lease between SBS Technologies, Inc. and Brunacini
Development Ltd. Co. dated July 12, 2004

Lease agreement between SBS Technologies, Inc.
and West Street Associates, LP dated March 18,
2005

Credit Agreement between SBS Technologies, Inc.
and Wells Fargo Bank National Association,
effective March 30, 2005

Revolving Line of Credit Note with Wells Fargo
Bank National Association, effective March 30, 2005

Security Agreement granted to Wells Fargo Bank
National Association, effective March 30, 2005

Employment agreement between Christopher J.
Amenson and SBS Technologies, Inc., effective
April 11, 2005

First Amendment to Credit Agreement between SBS
Technologies, Inc. and Wells Fargo Bank National
Association dated March 30, 2005, effective May 6,
2005

Code of Ethics.
Subsidiaries of the registrant.

Consent of KPMG LLP, Independent Registered
Public Accounting Firm

Power of Attorney (see page 69 of this Form 10-K)

Section 302 certification of Clarence W. Peckham,
Chief Executive Officer

Section 302 certification of James E. Dixon Jr.,
Chief Financial Officer

Section 906 certification of Clarence W. Peckham,
Chief Executive Officer

Section 906 certification of James E. Dixon Jr.,
Chief Financial Officer

Incorporated by Reference

Form

8K

10-Q

8-K

Fiscal peridd
File No. Exhibit ended

001-10981  10.ck  12-30-2004

001-10981  10.cm  12-31-2004

001-10981 10-cm  3-24-2005

001-10981 10-cn 4-05-2005

001-10981 10-co  4-05-2005

001-10981 10-cp  4-05-2005

001-10981  10-cq  4-13-2005

001-10981  10.cm  3-31-2005

001-10981 14 11-21-2003

* Indicates a management contract or compensatory plan or arrangement.
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DIVERSITY STATEMENT

BOARD OF DIRECTORS

FORM 10-K

SBS provides equal employment opportunity
regardless of race, color, religion, gender,
national origin, age, disability, veteran status,
pregnancy, or sexual crientation.

CORPORATE GOVERNANCE

At SBS, we strive to achieve excellence and
integrity in all of our business practices, including
corporate governance, oversight, account-
ability and transparency. We believe we have
incorporated best practices in our governance,
including those required by the Sarbanes-Oxley
Act of 2002 and the Nasdaq Stock Market®.
Examples of our corporate governance initia-
tives, many dating several years before the
passage of the Sarbanes-Oxley Act, can be
viewed in our attached Annual Report on
Form 10-K and at www.sbs.com/ir.

FORWARD-LOOKING STATEMENTS

This document contains certain “forward-
looking statements” within the meaning of the
federal securities laws. These statements are
based on management’s current expectations
and are subject to uncertainty and changes in
factual circumstances. The forward-looking
statements include statements addressing
future financial and operating results of
SBS. Actual results may vary materially from
the expectations contained in the forward-
looking statements.

More detailed information about
factors that could cause actual results to
differ materially from those described in the
forward-locking statements is set forth in our
attached Annual Report on Form 10-K.

CORPORATE HEADQUARTERS

7401 Snaproil NE

Albuquerque, New Mexico 87109
Telephone (505) 875-0600
www.sbs.com

INSIDE DIRECTORS

Clarence W. Peckham
Chief Executive Officer

Christopher J. Amenson
Executive Chairman

INDEPENMDENT DIRECTORS

Lawrence A. Bennigson, PhD
Chairman of the Board

Senior Fellow and Director

Harvard Business School

Executive Education Custom Programs

Warren W. Andrews
Publisher and Editorial Director
RTC Magazine and COTS Journal

Peter D. Fenner
Former President and corporate officer
AT&T Network Systems’ Transmission Business

Harold E. Kennedy
Independent Business Consultant
Former Corporate Vice President
Lockheed Martin Corporation

Richard Szafranski
Managing Partner, Toffler Associates®

Alan F. White

Senior Associate Dean

Sloan School of Management
Massachusetts Institute of Technology

EXECUTIVE OFFICERS

Clarence W. Peckham
Chief Executive Officer

Christopher J. Amenson
Executive Chairman

David H. Greig
President & Chief Operating Officer

James E. Dixon, Jr.
Executive Vice President,
Chief Financial Officer & Treasurer

Bruce E. Castle
Vice President, General Counsel & Secretary

LEGAL COUNSEL

Schuler, Messersmith, Daly & Lansdowne
Albuguerque, New Mexico

INDEPENDENT AUDITORS

KPMG LLP
Albuquerque, New Mexico

TRANSFER AGENT

Wells Fargo Bank, N.A.
161 North Concord Exchange
St. Paul, Minnesota 55075 -OR-
Post Office Box 64854

St. Paul, Minnesota 55164-0854
1(800) 468-9716

The Company’s Annual Report to the Securi-
ties and Exchange Commission on Form 10-K
(excluding exhibits) is contained within this
document and will be furnished without charge
to stockholders upon written request to:

INVESTOR RELATIONS

Jennifer D. Wade

Vice President, investor Relations
SBS Technologies, Inc.

7401 Snaproll NE

Albuquerque, New Mexico 87109
ir@sbs.com, (505) 875-0600

ANNUAL MEETING

Thursday, November 17, 2005
8:30 A.M. Mountain Time

SBS Technologies, Inc.

Corporate Headquarters

7401 Snaproll NE

Albuquerque, New Mexico 87109

TRADING AND DIVIDEND INFORMATION

SBS Technologies, Inc.'s Common Stock
trades on the Nasdag Stock Market® under
the symbol SBSE.

SBS has not paid any cash dividends on
its Common Stock. Management's current
policy is to retain earnings, if any, for use
in SBS’ operations and for expansion of
the business.

COMMON STOCK MARKET PRICE

High Low

Fiscal 2005
First Quarter $16.50 § 9.07
Second Quarter $15.00 $11.93
Third Quarter $14.57 $10.56
Fourth Quarter $11.49 $ 8.55

Fiscal 2004
First Quarter $13.93 §$ 9.17
Second Quarter $17.00 §$ 9.89
Third Quarter $17.75 $14.30
Fourth Quarter $19.46 $12.72

The closing price on August 25, 2005 was
$9.50.

As of August 25, 2005, there were approxi-
mately 212 shareowner accounts of record,
as defined by Rule 12g5-1 of the Securities
Exchange Act.




CORPORATE HEADQUARTERS

7401 Snaproll NE
Albuquerque, NM 87109

tor | 800-SBS-EMBEdded
pHo | 505-875-0600
Fax | 505-875-0400

emL | info@sbs.com

EUROPE

Memminger Str. 14
D-86159 Augsburg, Germany

pio | +49-821-5034-0
Fax | +49-821-5034-119

eMt | aug-info@sbs.com

ASIA PACIFIC

Room 501-502
Cyber Times Tower B
Tianan Cyber Park

Futian District, Shenzhen, 518041 CN

emL | china-sales@sbs.com
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